CounciL COMMUNICATION

AGENDA TITLE: Stale Budget Update
MEETING DATE: May 21, 2003

PREPARED BY: Deputy City Manager

RECONMMENDED ACTION: No action necessary.

BACKGROUND INFORMATION: As per the reguest of Mayor Hilchcock, the City
Manager will present an update regarding the State
budget during the Council meeling. Of particular

interest is the Governor's recent "May Revise” of the State budget which was unveiled .on May

14, 2003. The State's deficit through this next fiscal vear is anticipated to be $38.2 billion

comparad to the projections made in January of a $34.6 billion deficit. The Governor's revisions

to the Budget include tax increases and tripling the Vehicle License Fee (VLF). It appears at
this time, that cities will be kept whole with regard to the VLF.

Attached for Council’s information are copies of articles regarding the “May Revise” from the
San Francisce Chronicle and the Sacramento Bee. Additional information will be reported lo
Council-during the meeting.
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vis on deficit

parties spar over revised
osal

By John Hill -~ Bee Capitol Bureau
Published 2:15 a.m. PDT Thursday, May

Gov. Gray Davis on Wednesday offered a
revised plan for coping with a state budget
deficit that now tops $38 billion, saying he
sought to accommodate all sides to get a
spending plan on time and avoid an even
greater fiscal calamity.

But lawmakers from both parties showed
little sign of budging from entrenched
positions. Republicans said they continue to
oppose new taxes. Davis' revised $100.4
billion budget proposes tax increases to pay off $10.7 billion of the deficit over five
years and to fund a shift of scme responsibilities to local governments.

"We are willing to negotiate on everything except the issue of taxes,” said Senate
Republican leader Jim Brulte of Rancho Cucamonga.

Democrats, sounding their own familiar refrain, accused
Republicans of failing to negotiate and said no budget solution is possible without
new taxes.

"T'm extremely disappointed that after everything we've done, and after everything
the governor has done, the Republicans have not moved an inch,” said Assembly
Speaker Herb Wesson, D-Culver City.

In one small indication of remaining tensions between the parties, Republicans
took issue with Davis' contention that he had met with legislative leaders 19 times.



Their records indicated 11 such meetings.

Still, the Democratic governor adopted a strikingly accommodating tone in
presenting his changes.

He said that he stili preferred the proposal he made in January, which called for
erasing the deficit in the coming fiscal year. But "unfortunately, both parties of the
Legislature decided they did not like the one-year plan I proposed,” he said.

The plan Davis outlined Wednesday bears little resemblance to his January
proposal. Gone is a $8.3 billion shift of responsibilities to local governments, to be
funded by an array of tax increases.

It's replaced by a more modest $1.8 billion "realignment” proposal. The new
version would be paid for by a new 10.3 percent income tax bracket on annual
incomes above $150,000 for individuals and $300,000 for married couples, and a
63-cents-a-pack increase on cigarettes, phased in over ftwo years.

The $10.7 billion deficit in the current fiscal year would be wiped out by selling
bonds, which would be paid off with a new half-cent sales tax over about five
vears,

On top of that, Davis' new budget proposal assumes that the vehicle license fee
that Californians pay each year will be tripled under an existing law that calls for
recent reductions to be reversed in tough budget times. That would raise $4.2
billion.

Al told, the revised budget proposal banks on about $8 billion from increased
taxes, about the same amount Davis planned in his January spending outline,.

In another change, Davis backed off from a proposal to raise $2 billion by selling
bonds on the strength of the state's year-to-year share of a legal settlement with
tobacco companies. With many other states deing the same thing and tobacco
companies struggling financially, the deal no longer makes sense, he said.

He also scaled back -- from $1.5 billion to $680 million -- the amount he expects
to get from renegotiating gambling compacts with Indian tribes. The process is
complex and can't be finished in the coming fiscal year, he said.

In January, Davis had proposed overhauling the system of funding school
programs with separate pots of money by replacing $854 million of so-called
categorical funding with block grants. After lawmakers rejected the idea, Davis



gutted the proposal pending further discussion.

The governor admits that his revised plan would lead to an $8 billion deficit in the
2004-05 fiscal year. After the Legislature passes a budget this summer, he said, it
should spend the rest of the year on "structural reform" to avoid recurring
shortfalls.

"This is something we must do if we want to right the state’s financial ship," he
said,

Davis' revised proposal also responds to some concerns from lawmakers of his own
party by backing off -- in part -- on some cuts he proposed in January to health
care and social services, such as the monthly grants paid to the aged, blind and
disabled.

It gives $700 million more to K-12 schools, allowing the state to continue funding
a class-size reduction program, and $304 million to community colleges. In
lanuary, Davis proposed increasing fees at community colleges from $11 per unit
to $24. He is now paring that to $18.

Davis and his finance director, Steve Peace, took pains to make the case that the
new plan won't work without taxes.

Assembly Republicans released a plan last month that called for the deficit to be
paid off with existing state revenue, avoiding tax increases.

"Their plan doesn't pencil out,” Davis said.

Under the GOP plan, he said, "we're basically borrowing from one pocket to pay
another pocket," leaving too little money for all the state's obligations.

Peace said that using current revenue from the general fund, the state's main bank
account, would pose a host of complications. For one, the Legislature each year
would have to reappropriate the money, on a two-thirds vote, to pay off the bonds
-- a requirement unlikely to assure Wall Street lenders.

"Put vourself in the financial community's perspective and you'll understand why
nobody in their right mind would lend money to this state if it wasn't a new tax”
separate from the general fund, he said.

But Republicans say experts they've consulted believe differently.



"Let Wall Street say what they want,” Senate Republican leader Brulte said. "Their
job is to maximize profits for their people,” not look out for the interests of
Californdans,

Peace said the May budget revision tries to piacate all parties so the budget can be
passed on time. A late budget, he said, could cause financial markets to slash
California's credit-rating or decide not to lend money the state needs in the next
several months to avold running out of cash.

“If we don't deal with these things prudently, we're going to have both higher
taxes and bigger cuts,” he said. "The faster we act, the better we do.”

in January, Davis proposed cutting the state's share of grants to the aged, blind
and disabled to the federal minimum. That would have forced grant recipients,
most of whom are disabled, to get by on $49 less each month, said Lupe Diaz,
legislative advocate for the Western Center on Law and Poverty.

Davis got rid of that plan. But the governor still proposes to suspend cost-of-living
adjustments, which would have added $34 to the monthly grants in the next year.
CalWORKS recipients would also not get cost-of-living adjustments, while avoiding
an earhier proposal to cut grants.

"It's better, but certainly not what we would have envisioned,” Diaz said.
Davis reversed some cuts he had proposed in health care, such as denying Medi-

Cal coverage to working parents who made more than 61 percent of the federal
poverty levei,

But "most other health cuts remain, and would indirectly deny coverage 1o literally
millions of Californians,” said Anthony Wright, executive director of Health Access,
a statewide health-care consumer coalition of 200 organizations.

Overail, the revised budget calls for $18.8 biillion in cuts and other savings,
compared to $20.7 billion in his January proposal.

The state's deficit through the next fiscal year is projected to be $38.2 billion, up
from the $34.6 billion in January. The state's general fund this year is about $78
billion.

The Legisiature, in two rounds of budget cuts, has already trimmed $6.9 billion,

Lawmakers face a June 15 constitutional deadline for approving a budget for the



fiscal year that begins July 1. The budget must win two-thirds majorities in each
house. That means that six Republicans in the Assembly and two in the Senate
would have to join majority Democrats to approve the spending plan.

About the Writer

The Bee's John Hill tan be reached at (316) 326-5543 or jhill@sacbee.com. Alexa Bluth and
Jim Sanders of The Bee Capitol Bureau contributed to this report.




Davis plan gives break to cities and
schools

CHOICES: Governor calis his

get a compromise

Greg Lucas [ ynda Gledhill, Chronicle Sacramento Bureau

-chatt attached

Sacramento - Flanked by a crowd of educators
and peace olficers, Gov, Gray Davis presenteda
new hudget plan Wednesday that softens cuts for
public schools and slate programs by taking five
years lo pay off nearly 30 percent of the state's
$38 2 billion cash shortfall

The Democratic governor wants to temporarily
increase the sales tax by half a percentage pointlo
repay nearly $11 billion in debt. More of the budget
shortfall would be erased with higher taxes on
cigarettes, cars, high wage samers and nearly $19
billion in cuts to everything from health care for the
poor ta trial court spending,

Davis warned that lawmakers must pass a budget
by the end of June or guickly jeopardize the state's
ability to borrow money to pay its bills. The planis
designedto pressure a handful of GOP lawmakers
into voting t0 boost taxes and appeal to liberal
Demacrats who don't want to cut deeply into social
or health programs.

Although Davis said he crafted his 2003-2004 plan
as a compromise, legislative reaction did not point
to a quick budget solution

*This budget 1s the worst of all worlds. It{axaes more,

spends more and borrows more." said
Assemblyman John Campbell of lrving, the GOP’s
budget point man in the lower house

# is not a compromise budget. | is not even close,”
-ampbel said. "t is farther away from something

Renublicans can support than we were before
today.”

Even Assembly Speaker Harb Wesson, D-Culver
City, didn't suppori a by- product of the governor's
plan -- creation of a $7.9 billion cash shortfall in the
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fiscal year beginning July 1, 2004.

"It doesn't make sense to sigh a document that
automatically puts us in the hole next year. We
need to soive the darn problem and do it now," said
Wesson. "That's going to take cuts, courage and
taxes,"

Senate GOP ieader Jim Brulté of Rancho
Cucamonga said the budget "doesn't make as
much sense" as Davis would nave people believe.

"He borrows over $10 billion, raises taxes by $8
billion, and you still have another deficit," Brulte
said.

Because California's constitution requires the
budget lo be appraved by a twe-thirds majority in
the Legislature, a handful of minority Republicans
will have to go along with a final spending deal.

BREAKS FOR SCHOOLS

Davis' debt financing proposal allows himto be
more generous to eommunity colleges and public
schools -~ instead of reducing state aid to schools
by $2. 2 witlion, Davis now would cut them by $1.5
Billion. Community colleges would see their cuts fall
from $530 mitlion to $230 million.

"Make N0 mistake. my budget contains painful
choices," Davis said in uriveiling the proposal, which
also features a higher tax rate for Californians
eaming $150,000 or more and a 73-cent boostin
cigaretie faxes.

Davis also said that before July 1, the state's
financial woes wili trigger an automatic increase in
the annual license fees paid on California's 29
million vehicles. We said a 1998 law requires car
taxes t& increase in dire economic times. Some
GOP iawmakers say it would be ifiegal for Davis'
BPepartment of Motor Vehicles to collect the higher
fees and have pledged a court challenge.

The fees, which are deductible an federal taxes. will
increase by nearly 70 percent and pour $4 billion
each year into state coffers.

The governor's sharp change in strategy from
solving the budget mess in one year to parceling
some of the pain out over time is an attempt to get a
budget approved by .June 30, the end of the fiscal
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year.

A late budget imperils California's ability to convince
investment housesto let it roll over its debt and
jeopardizes a complex series of cash-flow
borrowings and repayments that take place in June
and July.

"We have to be on time," said Steve Peace, director
of Davis' Department of Finance. "We do not have a
choice ta be late with this budget."

NEW TAXES NEEDED

Flon Murphy, the Californiabond coordinator for
Moody's, said Davis' deficit rollover was not
unexpected, but he cautionedthat in addition t0 the
% 0.7 billion debt is another $2 billion in interest and
fees on the bond. Murphy said that if the state plans
to finance its deficit, it would be wise to repay the
bonds with a new tax as Davis has suggested.

"Without (anew]j revenue stream, that is an
additional expense the state will have to assume
within the current revenue base, which is already
inadequate to meet current obligations," said
Murphy.

By contrast, Republicans have proposed rolling
over the debt, but they say deficit bonds can be
repaid with existing taxes.

Davis said his new $96 billion budget plan came
after listening to criticism leveled by GOP and
Demaocrstic lawmakers at the spending proposal he
announced in January.

The centerpiece of that plan was a transfer of more
than $& billion in state health and social programs to
counties with program costs covered by increasing

taxes by & like amount.

Davis now proposes fransferring $1 8 billionmn
grograms using the boost in cigarette laxes and a
new 10.3 percent tax bracket for high sarners o
cover the costs,

Lawmakers have already shaved $7 billion off the

State's budget shortfall, mainly through reductionsto
public schools.

Peace said lawmakers have already committedto
another $7 billion in reductions that will be made in
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the budget Both Davis and Peace said that lo avoid rseg in Davis plan

the $8 billicn hole, the Legislature has to woik hard
this summer to enact what the governor calls more related ariices

"siructural reforms.”
WINNERS AND LOSERS

The biggest winners in the new budget plan are
cities, ¢ounties and public schools.

Facedwith legislative opposition, Davis backed off
on his proposalto cut state aid to local governments
by $4 billion.

The higher license fees will be usedto continue the
payments.

Educators convinced Davis to cut school aid by
$700 million Tess than the $2.2 billion he proposed
Davis aiso made the cuts largety in programs
aducators asked him o out.

"We'ra absolutely delighted the cuts weren't as
severe 4§ we expected,” said-Susan Murai,
president of the California Association of School
Business Officials.

"Tha governor actually listened to us, and the
aducation community worked together to propose
cuts that, althougk painful, are not as painful as
gthers being considerad,” Murai said

Davis also abandoned a 10 percentcut n the
popular gregram to reduce class sizes in
kindergarten through thiréd grade

Behools are already complaining that the money the
state pays to encourage smaller class size doesn't
cover the costs of doing so

E-mail the writers at glucas @gfchronicle.com and
logledhifi@sichronicle. com.




Page A - |

Get 50% off home delivery of the
Chronicle for 12 weeaks!

©2003 San Francisco Chronicle | Feedback

{ Chronicle Sections

____inyour pocket?

SOV, GRAY DAVIS’ BUDG

S Frynriere Thronielr
Mobile

EXPENDITURES
Genera: fund expenditures, by agency, in billions of dollars:

2002-03 2G03-04

K-17 education $29.5 $29.1
Health and human services $23.5 $21.1
Higher education $9.1 $8.8
Youth and adult correctional 5.8 $5.7
Legislative, iudicial and executive $2.5 $2.4
General government $4.9 $1.2
Resources $1.1 $0.9
State and consumer services $0.5 $0.4
Business, transportation and housing $0.2 $0.4
Envirenmental procection $0.2 $0.1
Labor and workforce development $0.2 $0.1
Technology, trade and commerce $0.05 $0.02

FILLING THE Gap

The budget deficit in California is estimated to be $38 billion. Gov. Gray
pavis is proposing an array of taxes and loans to close the gap-

Income to £i11 budget gap, iIn billions:

$10.7

Deficit bond financed with temporary half-cent sales taX increase beg-inning
Qoo i

$18.8

“uts and savings

$2.5

Loans and borrowing

52 .0



Fund shifts

$1.8

Transfers

1.7

Programs shifted to local governments and funded by raising taxes on
state’s wealthiest: regidents

Sources: Office of the Governor, Associated Press
Chronicle Graphic
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VERVIEW

Th@ May Revi~ i 0t the Governor's Budget seeks to protect education and
other ¢ itical goverrmment Services, while building consensus with the Legislature.

‘The Governor's January budget propesal, as described by the Legislative Analyst,
wais credible, balanced, and addressed the Slate's structural delicit. While it is stilf
the preferred approach, that proposal required early and comprehensive action by
the Legislature.

The May Revision responds t0 $6.5 billion in additional pressure from May adjust-
ments ($3.6 billion) and previously proposed savings that can no .onger be realized
(%2.9 biffiony. It is credible and balanced. It also requires that the Legislatuie continue
its budget work on structural issues after the Budget Is passed and signed into law.

Orver the past five months, the Governor has met with hundreds of Californians from
an walks of ife and, as a result, is more determined than ever to protect the progress
that has been made in our schools. in Sacramerto, the Governor has already met
with legislative leaders 1% limes in order ¢ make progress toward solving the State's
budget problem,

The Legislature has passed and the Governor has signed two important budget
packages aimed at reducing the size of the deficit.

The May Revision reflects these actions, as well as the ideas and values gleaned from
the Governor's meetings, and the imperative that the Budget be passed on time.

Mary, including members of the Legisiature, have expressed a preference for
addressing the structural budget shortfall over more than one budget cycle. The
May Revision incorporates this preference by dividing the problem into three parts.

GOVERNOR'S BUDGET MaY REVISION | 2003-04




OVERVIEW i

oy

The current year deficit is financed over a multi-year period in a fiscally prudent
and legally credible way.

2. The budget year b balanced through a combination of cuts and a slimmed
down realignment package,

3. The Legislature is asked to spend the balance of the legislative sessionto
address the structural issues that, if left unresalved, will put future budgets out of
balance and threaten the future prosperity of our State's citizens.

The May Revision to the Governor’s Budget prioritizes edpeation
and public safety while protecting critical health and environmental
PrOETAIS.

The May Revision is anchored by the comimitment to protect the progress that has
been rmade in our schools. The Proposition 98 Guarantee is met. Schools will have
$700 rritliors more to spend.in State and local fundsthan was conternp ated in the
Governor's Budget.

Critical classroom priorities, including class size reduction, accountability, and
special education are fully funded. This budget will fund schoais sufficiently to keep
teachers in our classrooms,

Higher education is protected from further cuts. Corrmunity colleges will receive
$304 miliion in funding above the January proposai, and the size of the previously
proposed fee increase & reduced to $18 per unit.

The threat of tarrorism makes this mo time to compromise on public safety. Local
police, sheriff, and tire departrments are protected by the operation of existing law
governing vehicte license fees, and the budget preserves funding for critical, targeted
law enforcernent programs.

The State's environmental programs, While impactad by the January cuts, will
rernain the strongest in the nation secured by special fund support. In addition,
recent voter-approved general obligation bands are aimed at proteciing California’s
natural resctrces for future generations.

The first pricrity for the State's health and social services programs isto protect
the most wulnerable amaong us: children, the elderly, and the disabled. Consistent
with this principle, the May Revision restores the proposed cut in S3Y/SSF, while
continuing to ask that siate-anly cost of living increases be suspended. This means
that seniors and the disabled will get a smal} increase in payments.

GOVERNOR'S BUDGET MAY REVISION | 2003-04




% OVERVIEW

The May Revision also includesthe legistative recommendation o preserve health

care benefits for lower-wage parents and retains the January proposal to fund health
care costs For children.

"The May Revision continues to depend upon significant cuts in State govermnmery
operations and programs. State spending will decrease by $7.6 billion dollars

(9.8 percent). This is the largest decrease in Stare spending since 1945, The deficit
financing approach allows the Legislature to balance this year's budget and debate
further cuts, tax increases, or reforms through the balance of the legislative session
forimplemeantation in the following budget vear.

The adjusted Budget Gap is $38.2 billion. This gap would have been larger, but for
higher receipts in the last two weeks, which brought current year revenues closer
to the January forecast. The gap is closed with a total of $18.9 billion in cuts and
savings, 6.9 billion in Fund shifts, transfers, and loans, $1.7 billion in program re-
alignments to local government, and $10.7 billion in deficit financing.

in addition to the presurmed operation of existing law with respect to local gov-
erprnent’s vehicle license fees ($4.2 billion), the Budget requires the passage of

$1.8 billion in cigaretie and income taxes for local government to operate realigned
programs, and a temporary One-half cent sales tax ($2.3 billion} to pay for the deficit
fimancing plan.

Finaldy, he revised plan refies upon a lower estimate of revenues from Indian
Garming and will not rely on the plan to seil tobacco revenue bonds. These bonds
have becomne significantly more expensive to sell and wutiiization of deficit financing
requires a more conservative assessment of other borrowing options.

Califernia was among the first States in the Union to acenrately forecast
the impact of the deteriorating national economy on State revenues.

In aimest every state of the Unicr, Governors and Legislatures are struggling with the
necessity to cut programs and raise taxes. Most states have been forced to make late
dewnwerd adiustments in their revenue estimates. The choices are not pleasant ones.

California got a head start on confronting its problems by accurately identifying the
impact of the nation's economic tailspin on State revenues. lronicaily, at the time,
many wese skeptical about the accuracy of, and motivations behind, what have now
proven to be reliable forecasts,

Despite the lost opportunities generated by that skepticism, California can stil meet
its fiscal challengesif decision-rnakers accept the reality of the size of the problem
and the firnited options still available for solutions.

GOVERNOR'S BUDGET May REVISION E 200350




OVERVIEW

California must have s timely Budget to deal with its cash flow needs.

The stress on the State's cash flow led the State Controlier to request. the authority
to issue an unprecedented $11 billion in Revenue Anticipation Warrants in June. The
Governor approved this request. with appropriate conditions.

This offering will provide enough cash for the State to meet its obligations for a
timited time. Thereafter, it will be necessary for the State to have a signed Budget in
place in order t0 issue Revenue Anticipation Notes.

The Governor's Budget required a series of early actions by the Legisiature including
cuts in the currerdt year and a sweeping realignrrent proposal financed by an
$8.3 billion local government tax package.

it i dill a preferred and prudent approach to solving the budget puzzle. However,

as the Legislative Analyst noted, ?he January budget plan only worked given timely
action by the Leagisiature. While the Legislature took sigrificant action on portions of
the plan, other portions were not acted upon. The options are now more lrrifed.

The January plan reguired comprehensive early action. The May Revision
recognizes the best options still available for an on-time budget solution.

In an effort to respond to the views of the Legistature and te recognize the need for

a timety Budget (while not losing sight of the need to confront the structural deficit),
the May Revision includes significant changes in the approach to closing the budget
shortfall as weil as suggestions made by members of all four legislative caucuses.

There are three reasons for this decision.

First, the complete Jaruary realignment proposal requires more study. Discussions
regarding some portions of the realignment proposal have reached a degree of
consensus. Those portions are retained in the May Revision. Legislators locat
governments, and service providers have expressed a need to have more time to
fully consider other options. These portions are reserved for implernentation in the
followingbudget year.

Second, many legistators and business and community leaders have indicated both
publicly and informallya preference for closing the structural deficit over more than
one budget year.

i hird, spreading the deficit across multipie budget years s the best remaining
option to avoid unacceptable levels of cuts or tax increases.

The Department of Finance. its bond counsel, and the Attorney General have
analyzed many proposals 1o determine the legal and financiai practicality of the

GOVERNOR'S BUDGET MAY REVISION | 2003-04
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deficit financing options that have been discussed by members of the Legislature
and others.

The May Revision accepts the proposal to financethe current year deficit on three
conditions, ail a which are critical to the credibility of the Budget. First, any deficit-
financing plan must be paid for with an independent new revenue source. Second,
the Legislature must pass the Budget on time. Third, the Legislature must continue
its work on the structurai deficit through the balance ofthe legislative session.

The May Revision proposal will balance the 2003-04 Budget, finance the
current year deficit in @ prudent and credible way, and close a substantial
portion of the structural deficit. But it will require that the Legisiature continue
work on struchural issues after the budget Is passed.

in January, the Governor called upon the i.egisiature to produce a structural reform
package as part of its budgst solution. The May Revision balances the budget year,
it defers a significant portion d the structural problem to the following budget year.

The Legislature must commit the balance of the legislative session lo reaching agree-
ment on realfignment, structural reform, and other proposals to address structisal
problems. This may incdude the peossibility of placing proposals before the voters.

The Governor has directed his Cabinet and ail areas of State government to

cooperate in this effort including a directive to identify ways to more efficiently meet
Calffornia’s neads,

Forthright and timely action can protect the promise of the future.

GOVERNOR'S BUDGET MAY REVISION | 2003-04
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2 BRIDGING THE GAP 7

NG THE GAP

Recognizing the effectd the delay in the national and Calfornia economic
ratoveries on the State’s revenue, the Administration and the Legislature, forthe
second consecutive year, took early and decisive actions.

o On Movemnber 26, 2002, the Governer issued Executive Order D-64-02,
directing departments io freeze spending where possible and to begin
inplementing current year reductions in non-essential functions.

+ On December 6, 2002, the Adrninistration advanced rmid-year reduction
proposals totaling $10.2 billion. The Governor called the lL.egislature into a
speciai iegisiative session in December ¢ address the Budget shortfall.

+ In March and Apiil of 2003, the Legislature approved reductions of $6.9 billion
{$3.3 pillion in March and $3.6 billion in April).

When ihe 2003-04 Governor's Budget was presented to the Legistature on January
10, 2003, the projected General Fund budget gap was $34.6 billion. While the
Legislative Analyst's projestion of the budget gap was $26 bi lion, the major
difference was largely attributable t0 methodological differences. Most of those
differenges are now subsumed in the May Revision adjustynents.

Since the release of the Governor's Budget, the State economy and General Fund
revenues have generatly followed the January forecast. However, expenditures
{primarily caseloads and Proposition 88} and the cancellation of the sale of the
second installment of the tobacco securitization bond ($2.0 billion) have increased
the budget gap from $34.6billior: to $38.2 hillion.

REVISED GENERAL FUND BUDGET (GAF

{in billions)
Budget Gap at Governor's Budget -$34.6
Caseload and Estimale Increases -1.5
ihcreased Proposiion 398 Expenditures -0.7
Cancel Tobacco Securitization Bond Sale -2.0
Tobacco Setllement Fund Backfill of GF 0.2
Estimated Net Revenus Decraase 2002-03 0.4
Estimated Net Revenus Increase 2003-04 0.7
Fast/prior Year Adiustment Gain 0.1
Total Changes in Budgst Gap -$3.6
Revised Budget Gap at May Revision $38.2

GOVERNOR'S BUDGET MAY REVISION
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STRATEGIES 7O ADDRESS THE ADDITIONAL PRESSURE

The May Revislon to the Governor’s Budget proposes the following strategy to
address the additional pressure. ‘

{Dollars in bilkons)

Reserve as of Governor's Budget $05
Additional Pressure from May Adiustments

Total Changes in Budget Gap -33.6

Current Year Sohstions refected by the -22

Legislature

Erosion of Solutions (no early adoption) -07
Tatat Additional Pressurs $68.8
Stralegies:

Reduced Reslignmant Package -$8.4

Reducad Indian Gaming Revenues -0.8

Restorations/Changes - 1.2

Pension Obligation Bond, net changes 04

YLF Offset Suspension 12

Medi-Cal Accounting shift to Cash Basis 09

Deficit Financing Bond 10.7

Other Reductions 17
Total Strategies $6.5
Reserve gg of May Revision $0.5

ADDRESSING THE OVERALL $38. 2 BILLION GAF

The preposed changes in solutions are summarized in the following table:
{0l 11 mitlions)

avirigs o

k] ?

Reaalignments 8,154, 1,732,

Fund Shifts 1,802.7 2,076.3

Transfers 2,114.3 181286

LoansBarrowing 1,6883.3 29015

DeficitFinancing 10,700.0

Totals $34,582.7 $38,198.2 100%

Note: Numbers may not add due to rounding.
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FCONOMY

'Ee national economy made litile progress on the road to recovery in the
first quarter of 2003. Economic output grew only slightly for the second quarter in a
row, asbad weather, the war with irag, fear of terrorist attacks, and concernsabout
severe acute respiratory syndrome {SARS) weighed on the econemy. Consumers
remained cautious, and businesses cut back on capital spending. Manufacturing
slowed further. The war and SARS especially hurl air travel and tourism. On the
positive side, residential construction increased, and housing markets remained
strong. Met exports became less negative, and corporate profits continued to
improve. In total, though, there was not encugh demand in the economy to keep
labor markets from detererating.

Calfornia fared much the same. War, fears of terrorism, and SARS hurt the

state’s tourism industry, which has not yet fuliv recovered from the September 11%
terrorist attacks. Employment continued to decline in marufacturing, and high-
tech companies announced new layoff plans. Layoffs were also expected in school
districts, local government, and health care. However, overall employment rose in
the state in the first three months of 2003 while it fell in the nation, but the gain was
small and did not keep up with the state's growing labor force. The annual revision
of the stale employrment statistics showed that the recession was even worse than
previousy thought in the San Francisco Bay/Santa Clam Area. On the positive side,
personal income tax wihokding and sales taxes were up from a year ago in the first
four months of 2003. Residential building strengthened considerably in the last few
months of 2002 and in the first quarter of 2003. Housing markets remained active
and price appreciation was substantial in certain price levels. Despite a pickup in
censumer confidence in April, most of the evidence suggests that the California and
national ecorcrnies will grow only modestly during the rest of 20:03. Better things
are in store for 2004

The Nation

The 4.5. economy experienced its first full year of growth in 2002 after the mild
recessior of 2001, However, the mild recession led to a weak recovery with growth
only half the rate of the average for post-Wagld War Ii recoveries. Possibly as a result
of war jitters, the economy slowed at the end of 2002, and the first quarter of 2003
was little better as inflatiorn-adiusted Gross Domestic Product {C:2F} increased by
only 15 percent.

Personal consumption expenditures increased by only 1.4percent. in the first quarter.
marking a slowdown from the already weak fesirth quarter growth rate of 1.7 percent.
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Consurners became more cautious as the threat of war with Iraq neared. The siow-

down in consurnption crowth mirrored a decline in consumer sentiment, which
reached a ten-year low in March before bouncing back strongily In April.

Business investrment was disappointing in the first quarter. After growing for four
consecutive guarters, it reversed course and declined. Investment in producers'
durable equipment and software wab very weak-—declining by 4.4 percent. The
decline was concentrated in iransportation equipment, particularly motor vehicles
and civitian aircraft. Investment in information equipment, on the other hand,
soared. Spending on commercial structures dropped again, but the pace of decline
was the slowest in six quarters. Housing constructicr:, however, continued to
increase. And business inventories expanded but at a slower pace.

Government spending grew modestly in the first quarter, posting its smallest gain
since the third quarter of 2001. Although the public has focused on national secu-
rity spending following the Septernber 11% terrorist attacks, growth in govemment
spending has actually been quite broad-based since then. This pattern was broken

in the firstquarter. While federal nondefense spending grew by 10.5percent, defense
spending declined by 1.5percent, and State and local spending fellby 0.1 percent.
The decline in State and local spending was expected with mast State governments
facing large budget shorifalls.

Net exports (exports minus imports) increased in the first quarter, as imports

fell more quickly than exports. The depreciation in the dollar might have finally
improved ti+e trade balance. However, the work siowdewn and eventual lockout at
West Coast ports last Rl could have distorted the results of the last three quarters

Monthiy statistics since the beginning of 2003 reflect the weak growth experienced
in the first quarter and point to more weakness in the second. The Institute for
Supply Managernent's survey of national manufacturing showed that manufacturing
contracted in March after expanding the three previous months. Additionally, the
Federal Reserve Bank's industrial production index fell in March—the sixth decline in
the last. eight months. The service sector also slowed in March with the iSM’s non-
manufacturing index falling for the first time since January 2002. Also, the University
of Michigan's Consumer Sentiment index declined throughout the first quarter
before bouncing back in April. Failing gasoiine and natura gas prices and the suc-

cessful conclusion of hostilities in iraq likely account for much of the rehound.

Consurners have become increasingly concerned about job prospects, however.
Employers remain cautious about taking on more workers. And even though layoff
announcernents have trended downward in the last six months, suggesting that
sorne improvement in job prospects may lie ahead, initial claims for unemployment
insurance benefits have trended upward, indicating that a growing number of
workers are losing their jobs. Consistent with this, the monthly sstabdishment survey
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shows that nonfarm payroll ermployment slid by 3~2,00j@bs from December 2002
1o April 2003, The national uoemployment rate, which has shown little trend in

thie Jast year and a half, would seemn to paint a different picture. But, declining

iabor force participation in the last three years, caused in part by an increase

in the number of discouraged workers, has held down the unemployment rate.
{Biscouraged workers are persons who would like to work and are available for work
but are neither working nor looking for work because of jab market-related reasons.)

The economy should pick up in the second half of 2003. Faster economic growth
will, at last, translate into job gains since firms will have exhausted opporiunities to
increase productivity at the phenomenal rates experienced during 2002. Some of
the fuel for faster growth will come From reduced uncertainty an the outlook forthe
Middie East. significant improvements iN corporate profitability, and from additional
tax cuts that will Kick in by the fourth quarter of 2003. Moreover, the economy wilt
continue to be buoyed by low interest rates. Construction, however, will not be
adding to economic growth until 2005. International trade will not contribute much
in 2004 either, but federal spending will be a key contributor.

A witdeard in the outlook is SARS . Asia was the star performer in the world eeonomy
in 2002. Recent reports suggest that the impact of SARS on the economies of main-
land China, Hong Rang, and Singapore, especially their tourism industries, could

be substantial. If SARS continues to sap the strength of Asia's economies, its trad-
ing partners, including the (L5, could experience a significant slowdown in exports.
Additionally, the bottorn lire of major California high tech companies with significant
Liesto, or investments in, Asia could also be sorely impacted.

California

The Californis economy bas tracked the national economy quite closely in the last
year. Both econornies have been sluggish. From March 2002 to March 2003, non-
Farm payroll employment grew by 0.2 percent in the state while falling 0.2 percent

in the nation—essentiaily unchanged. Over that year, state unemployment varied
narrowly, never exceeding 6.9 percent nor falling below 6.6 percent. The national
unernployrment rate also war steady but averaged about 0.9 percentage points below
the slate rate. in addition, hemebuilding was strong in both the state and the nation,
as were housing markets.

The arnual revision to the state’s employment statistics revealed that the California
recession was even more of a high-tech, Bay Area recession than previcusly thought.
While nonfarm payroll empicyment fall by 290.000 jobs, or 2.0 percent, in the

state between March 2007 and January 2002, it fell by abeut 305,000jobs, or

10 percent, in the Sari Jose metropolitan area and 75,000jobs, or 7 percent, in the
Zan Francisco metropolitan area. Thus, the total job kssin the two metropolitan
areas was greater than 60 percent of the netjob loss in the entire state. Making
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matters worse. these two areas got a month or two head start in losing jobs,

and they continued to lose jobs a year after employment hit bottom in the state

as a whole. in fact, as recertly as April 2003, it was not clear whether the two
raetropolitan areas had stopped losing jobs, aithough the rate of loss had slowed
considerably. The San Jose metropolitan area lost an astounding 16.5 percent of
its jobs from March 2001 to March 2003, and the San Francisco metropolitan area.
11.1 percent (Figure ECON-I). These percentage losses exceed what Los Angeles
County lost in the leng and deep =arly-199Cs California recession. Moreover, most of
the jobs lost in the San Jose and San Franciscometropolitan areaswere in high-
paying industries, rmaking the resulting kesses in total wages and salaries and tax
revenues in the state larger than would have otherwise been the case. The San Jose
metropoiitan area accounted for a hugely dispropertionate $3.1 billion d the
$9.5hillion decline in personal income tax assessments in the state in 2001.

The state'stravel and tourism industry was recently set back by the war inirag

and the SARS epidemic. The already-struggling air travel industry was particularty
hit hard as travelers worried about being infected by SARS or being a victim of

a terrorist attack on an airplane. San Francisco's teurism industry, with its heavy
reliance on Asian visitors, was especially affected. Small businesses in California’s
Asian cormmunities may also have suffered. With military operations winding down
in Iraq and signs that the SARS epidemic is ebbing in mostef the world, with the:
major exceptions of mainland China and Taiwan, California's travel and tourism
industry might get some relief in the coming months.

Low mortgage rates and doubts about the stock market kept residential real estate
markets strong in the first quarter of 2003. The median price of existing homes sold
in the state hit a new record high of $352,780 in March, up more than 15percent
from a year earlier. Saleswere off a bit—down 3.2 percent in March and 35 percent
for the entire first quarter —but still at high levels. Some of the real estate markets
with very high prices-Santa Barbara, Santa Clara, and Santa Cruz Counties and
the San Francisco metropoiitan area—saw sharp drops in sales in March from year-
earlier levels.

The Forecast—With the war in Irag having gone aswell as could be hoped, the
recent capture of another high-level A] Giaeda leader, and signs that the SARS
epidemic might be running its course, consumers and businesses should be feeling
better about the outlook forthe econormy. At the very least, uncertainty about the
near-term future has been reduced considerahiy, and that appears to account for
rruich of the improvement in consumer confidence measures in April. What remains
tc be seen B how long that feeiing of refief will last.

The nation's loss of 48,000 jobs in April brought the total job loss since March 2001
to 2,112,000.0ver that time, unempioyment ruse from 4.2 percent to 6.0 percent.
To be sure, few of those jobs—only 332,600---were lost in the last 12 months;

GOVERNOR'S BUDGET MAY REVISION | 2003-04



s THE BECONOMY

13

labor markets appear te have bottomed out. But consumers react @ how long job

markets have been down as well as the depth to which they have gone. So, while it
is positive for the outlook that labor markets will likely not deteriorate much further,
it doesn’t do much Fa consumer confidence. Weak labor markets were the top

ey cern of Americans before the buildup to the war in Irag and will soon be again.

Judging from business confidence surveys, business leaders are even more skeptical
than consurmers about predictions of an improving econormy. Here again, however,
progress has been made. Many major businesses have aggressively cut costs (Le.
layoffs) i the last year or twe and are now showing profits. When demand picks up
In the economy, profitsshould grow guickly, and that should lead to more capital
apending.

Thug, the national economy is better positioned to get back on track than it was
last year at this time. In addition,the anticipated federal tax cut will give it a boost
in the second half of the year. But it may well be close to the end of the year before
progress is clearly evident. There are still quite a few industries with too much
capacity, which would dampen the prospects for a strong recovery. Moreover, if
areductivity continues to grow a5 quickiy as in the iast year, impravernent in the
labor markets will likely come figst in the forrr of fewer layoff announcerments and
longer workweeks for employed workers. Actual employment gains will trail behind.
and declines in the unemployment rate will come even later. Reductions in layoffs
and longer worloweeks are less visibie forms of improvement and not as desirabie as
autright hiring, especially to unemployed workers.

California will continue to track the naticnal economy. By the fourth quarter of 2003,
jobs will be growing at an anrualized rate of about 1.6 percent on a quarter-to-quarter
basis. Because job gains will be meager in the first half of 2003, employrment will be up
only ¢.& percent for 2003 as a whole, an an annual-average basis (figure ECOMN-3).
Ernploymert growth will increase to 21 percent in 2004, on an anrwal-average basis.
Growth in total state personal income will improve from 3.1 percent in 2003 to

4.9 percent in 2004. clearly putting the economy back on track.
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FIGURE ECON-1
Metro Area Emplovment Growth
March 2001-2003
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FIGURE ECON-2

Selected U.8. Economic indicators

Enrecast
2002 2003 Zo0d

Real gmss domeste product, {1998 dniler) (Percent change) 24 24 35
Parsanal consumption expendiiures 31 21 33
Grass private domesiid mvesiment LG 20 6.7
Government purchiases of goods and servicas 44 3.7 1.0

S0P defator (19962100} (Perdent change) 1.1 16 1.7

P, (Current doliar) (Parcent change) 36 41 53

Fedéral furwis rate (Percent) 187 1.28 2.24

Pergonal income (Percent change) 28 3.7 4.4

Gorporate profits belore taxes (Percent change) 0.7 155 20.9

HMenfarm wage and salary smployment {(Milllons) 1308 130.8 1327
{Parcant changs) 09 0.4 1.4

Lnemployment mte (Percent) 5.8 6.0 8.0

Mousing sterts (Millions) 1.71 1.52 182
(Percentchange} 6.7 5.1 -85

hew Car and fight truck ssles {Milions} 168 16.2 165
(Percentchange) -2.0 3.7 1.9

Consumer price index { 188284 14{) 1788 184.0 1881
(Percentchange) 18 23 22

Fargcast based On data available as of Aprif 2003,
Percent changes cafcuiated from unrounded dafa.

FIGURE ECON-2
Belected California Economic indisgators
Forgcast

Peroent Percent Pergent
2002 change 2003 change 2004 change

Parsonal income ($ bilfions) 51.1387 09% 1787 3.1% 12318 4.9%
Monfarm WAS employment (houssnds) 14,523 3. 7% 14,608 0.6% 14.922 21%
Mining 22 -8.6% 21 4.1% 20 -5.0%
Gonsiction 757 -0.7% 265 1.0% Ry 2.5%
Manufacturing 1,738 -7.8% 1698 2. 7% 1,702 0.7
High teghnology 42 -124% 422 4.4% 433 25%
Transporatonsuilites TS -5.2% 706 0.1% Ta2 2.2
Whise & ratall rade 3,348 07% 3.419 21% 3539 3.5%
Firmnas group 458 1 7% 862 05% 877 1.8%
Services 4 846 ~(3.2% 4,672 0.6% 4,802 2.8%
Governmeant 2,450 28% 2.473 5.9% 2,473 0.0%
Linemployment rale &P & 6% 6.4%
Mousing permils {housands of units) 166  115% 1 7.8% 174 -3.2%
Consume: prige index {1982-84=100) 186 24% 1815 2.9% 166.1 2.4%

Forecast based on deta avaflable as of Apst 2003
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EVENUE

STIMATES

G@ﬁerai Fund reverues are expected to be below the Governor's January
Budget v $2.4 billion in 2002-03 and above the Governor’sBudget by $1.8 billion
in 2003-04. Over the twa years, the reduction is approximately $0.6 billion. The
rmain difference between the two years is that the second tebacco securitization
bond sale in 2002-03 has been cancelled, while transfers to the General Fund
i 2003-04 have increased due to the sale of Pengion Obligation Bonds.

For the major taxes only, the May Revision forecast is little changed from the
Ciovernor's Budget in total—down $303 million in 2002-03 and up $982 million

in 2003-04, Fo a two-year change of $679 million. The most significant change
was in the personal income tax. Weaker final payments in April suggest that capital
gains income was sarmewhat lower than expected. However, market-related income
such as capital gains and stock options appear to have bottormed-cut, and the May
Revision estimate assumes modest growth in - hese compeonents in 2003-04. This
can be seen in Figure REV. 1. Lower expectations for income tax revenues were
iargely offset by positive expectations for corporate receipts. Based on recent cash
experience and the cutiock for improved corporate profits, corporate tax revenues
appear to be recovering and good growth is expecied through the forecast period.

Frsurs REV-1
Capltaf Gains and Stock Options Revenue
as a Percent of Total General Fund Revenue
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Anticipated revenues from Indian gaming in the budget year have been reduced
from the goal of $1.5 billion to $680 million. The State's negotiators are taking the
time necessary to consider the complex and competing factors involved, including
the essential environmental and other concerns o the local commiunities, the

state's interests, and the tribes' interests. The time must be taken to be sure this is
done right and with respect for the sovereignty of the tribes. in addition, any new
compacts must be approved by the Legislature and the Secretary of the Interior.
Thus, this revision anticipates that the process wili not, in this budget year, reach the
geal contained in the January Budget.

The forecast also includes the effect of the May Revision proposals to address the
budget prablerns that the State is experiencing. These proposals include the foliowing:

+ Contirmsation of the suspension of the teacher retention tax credit, which is
expected to increase General Fund revenues by $175 million.

+ Maintaining the base level of transfers to the Public Transportation Account
{FTA), but specifyihat any excess sales tax revenues on gasoline, which would
otherwise be designated as PTA spillover, be credited to the General Fund. The
May Revision proposes a partial Proposition 42 suspension and that the General
Fund repay the Transperiation Investment Fund (TIF) by June 30, 2602, for
any hinds net transferred in 2003-04 due to the suspension (see Transportation
section). The $87 million increase in General Fund salestax revenue in 2003-04
due to the PTA spillover revenue is not included in the General Fund repayrnent,
because it would not otherwise be considered TiF revenue.

% One-year suspension of the Natural Heritage Preservation Tax Credit and
participation of the Employment Development Department in the Treasury
(fset Program. These proposals are expected to increase revenues by
§15 million in 2003-04.

+ To provide mare time for legislative consideration, the majority of the Admini-
stration's January realignmerst proposal is being deferred to the remainder of this
legislative session forimplementation in 2004-05. For 2003-0Q4, the realignment
proposal is reduced frorm $8.3 billion to $1.8 billion. which is proposed te be
funded by the following tax proposals: adding a 10.3 percent persenal income
tax bracket at $150,000 for single filers and $300,000 for joirit filers ($1.56 billion
in 2003-04), increasing the tobacco excise tax by $0.23 per pack of cigarettes
($267 million in 2003-04), and increasing the tobacco excise tax by an addition-
al $0.40 per pack in 2004-05 ($678 million total tobacco excise tax in 2004-05).
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« Deficit financing bond. The May Revision proposes a temporary one-half cent
sales tax increase to provide an efficient, equitable, and economical means of
funding the accumulated budget deficit, thereby providing fiscal refief to the
stale. This sales tax rate will asstomatically cease as soon as the bond is repaid.
The sales tax increase is expected to become effective on October |, 2003,
and to raise approximately $1.7 billion in 2003-04, and $2.3 billion each year
thereafter, unti the bands are fully repaid.

Major Tex Proposals for 2003-04 2004-05
Legisiative Action
{§ in millions)

Temporary Sales Tax: Additional 0.50 cent $1,742  $2,436
for deficit financing bond.
Parsonal Income Tax: New 10.3 percent rate 1,560 1,250

for realignment 0 local governmant.

Tobacco Excise Tax: $0.23 increase per 267 678
pack for realignment to local government
in 2003-04, $0.40 increase in 2004-05.

Total $3,568  $4,364

Personal Income Tax

The personal incorme tax forecast has been reduced by $780 million in 2002-03
and by $154 millior in 2003-04. The budget year estimate includes the effect of the
Administration’s proposals identified above.

Cash receipts associated with the 2002 tax year were lower than expected and
this accounts forthe dowrward revision in 2002-03. This weakness i assumed

to be prirnarily due to a sharper decline in capital gains than previously esti-
mated. The lower level f capitai gains in 2002 carries forward to 2003, which
suppresses 2003-04 revenues. Based on cash receipts through April, capital gains
fer the 2002 tax year are estimated to have decreased by 30 percent., to about
$3% billion, and are prejected to recover with a 10 percent increase in 2503.

Partially offsetting the negative effect of lower capitai gains B the growth in withhold-
ing receipts that has been experienced in 2003. The average monthly growth rate
frerns January thraugh April was 4.6 percent. Since withholding is based on current
wages, it is a good indicator of current activity and this forecast assumes that the
recent strength is real and ongoing.
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Sales am@ﬂge Tax

The sales and use tax forecast has been increased by $96 million in the current year
and $247 million in the budget year.

Through April, sales tax receipts are $65 million above the 2003-04 Governor's
Budget forecast, which reflects healthy vehicle sales and home sales. This slightly
strongar growth is expected to continue as the economy begins to improve. For
calendar year 2003, taxable sales are expected to grow by 3.1 percent, while

5.3 percent growth is expected for calendar year 2084.

The sales and use tax forecast includes $87 million in 2003-0G4 due to specifying
that any excess sales tax revenues on gasoline are credited ta the General Fund,

rather thar transferred to the Public Transportation Account {FTA}L This proposal
maintains the base level of transfers to the PTA.

As noted above, the Nay Revisicrn proposes a temporary ane-half cent sales tax
increase to repay the deficit financing bond, which will anly be effectiveuntil
the bond is repaid. The sales tax increase is expected to become effective on
October I, 2003, and to raise approximately $1.7 billion in 2003-04.

Corporation Tax

The corporation tax forecast has increased by $212 million in 2002-03 and

$713 million in 2003-04. This improvernent is attributable to recent cash experience
and a more positive autleck for corporate profits. Through April. net cash receipts
from the corporation tax are above the January Governor's Budget estimate by
approxirnately 5200 million. The forecast anticipates continued improvement in
corporate profitsafter three years of flat or negative growth.
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FIGURE REV-2
GENERAL FUND REVEMUE FORECAST

Reconciliation with Governors Budget
{Dolisrs in millions}

Governar's May Change
Souree Budger Revision Between Forecasts
Fingal 0107
Fersonal thoome Tax $33,047 $33,047 $0 0.0%
Sales & Lse Tax 21,385 21,355 Q 0.0%
Corporalion Tax 2333 5,333 g 0.0%
nsurangs Tax 1,586 1,508 0 0.0%
Crher Révenues 3,264 3,278 24 0.7%
Translers 7.654 7 2] 0.0%
Total . §72,239 572,263 524 0.0%
Fiscal 0203
Parsonal ncome Tax $£32.880 $32,100 -$T8O -2.4%
Swles & Wise Tax 22,349 22,445 98 0.4%
Corporation Tax 5,452 6,664 212 3.3%
Insurance Tex 1,742 1,863 121 5.8%
Other Revenues §,723 4,727 -1,8996 -29.7%
Transfers 2808 2.982 48 =1.5%
Totat §73,144 $70,751 -$2,383 -3.3%
Change from Fiseal 09-02 905 -$1.512
% Changs from Fiscal 011-02 1.3% -2, 1%
Fisoal 0504
Personat income Tax $33.810 $33 456 5154 5%
Sales & Use Tax 23210 23,507 791 1.3%
Corporation Tax 6,361 7,074 113 11.2%
Ingurance Tax : 1,830 1,818 &a 4.8%
Other Rgvenues 3,789 3,260 539 -14.2%
Transfars 353 1788 1.378 A85.8%
Total $69.153 $70.834 51,781 2.6%
Change from Fiscal 02403 53 991 $183
% Change from Fiscal 02-03 -5.5%, 1.5%
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YWUCATION

Preserving Education

Recognizing that the education of the state’s students is the most important
underpinning of the economy and the long run hope for increased prosperity,

the May Revision maintains education as the Adrninistration’s highest priority

by providing full funding of the Proposition 98 guarantee; funding growth for
apportionments at 1.34 percent in 2003-04; increasing funding for the California
Community Colleges by $305 million and making limited reductions in higher
education programs. K-12 Proposition 98 per pupil spending is increased by $231
aver the 2002-03 fiscal year as estimated in the May Revision and hits a new high of
$6,869 in 2003-04. The May Revision provides $708 million more for Proposition 98,
above the $803 million needed to fund child care within the guarantee.

Responding to Priorities

The Administration has listened to the voices of the education community and the
Legislature, and has engaged in a dialogue about priorities and ways to manage
with a level of education funding lower than that which all parties, including the
Administration, wish were possible. In the current fiscal situation, funding at the
Propesition 98 guarantee is a significant accomplishroent, requiring sacrifices
throughout the rest of the budget.

The January Governor's Budget reflected an approach to reductions that spread the
impact.over as many programs as possible 10 minimize the impact on each, while
preserving as much funding as possible far classroom instruction. The May Revision
continues the priority of preserving flexible funding for ciassroom instruction by
lowering the cut to revenue limit funding From $612 million to $350 million, now
anly a 1.2 percent reduction campared to 2.15 percent proposed in January. To
help pay for this, the May Revision reduces or afiminates lower priority categorical
programs. With the hope that some of the more effective programs can gradually be
restored as Future funding permits.

The Adrninistration understands that the block grant for categorical aid proposed

in January while providing significant fexibility for lncal priority setting, was not
considered the best approach for providing the rernaining funding. The May Revision
does not propose a specific alternative. The Administration is ready to work with alt
parties to craft a mechanism for school funding that helps schools to adapt to the
funding changes in the Z003-04 Budget. The Administration is open to block grant
type funding or other machanisms to provide increased locai choice while protecting
the neediest students and preserving the State's accountability programs and high
student achievernent goals. The Administration proposes that districts be allowed to
use reserves more flexibly, while encouraging fiscal responsibifity.
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Priority Programs Fully Funded

¢ Class Size Reduction
# Special Education

¢ Accountability

+ Child Mutrition

+  School Safety

Class Size Reduction funsding is fully restored with a $180 millien increase. Special
Education is fully funded with an increase of $28 million in Proposition 98 General
Fund, and an increase of $69 million in federal funding is proposed to fund mental
health services. Programs to assist underperforming schools as part of the school
accountability systern are fully funded to meet the needs o current participants, with
an increase of cver $60 million from the Governor's Budget level. Mutrition p ograms
are fuily funded. School safety programs are funded at the 2002-03 level.

Proposition 98 Guarantee

2002-03 ~560.3 million
200304 £1.502.9 million

Combining the vears 2002-03 and 2003-04, Propoesition 98 funding is $1.5 billion
higher than the mid-vear revision level established by Chapters 4 and 14, Statutes of
2003, First Extracrdinary Session (8B 18X and 5B 28X),a 1.8 percent change from
the Governor's Budgst level.

I the Governor's Budget. the minimum funding level forthe budget year was
established by Test 3, which adjusts the prior guaraniee level for growth in atten-
dance and the change in per capita General Fund revenues. A 0.34 percent increase
in average daily attendance (ADA), an increase in General Fund revenues, and
incresses in the prior year base forthe Proposition 98 calculation, rasults in an
increase of $1.511 billion to the guarantee.

The May Revision proposes io fully fund the guarantee under Test 2. The General
Fund share of the guarantee increases by $1.503 billion. An $879 million adjustrment
is rnade to the guarantee to reflect the restoration of the child care program to
Proposition 98. The iocal revenue share of the guarantee increases $7.9 mitlion after

adiusting for a revision o the excess tax proposal.
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Fanding the Guarantee Fiaure EDU-T

Propesition 98
in order to fund the General Fund o et
share of the guarantee, 51.82 hillion
in undisbursed 2002-03 General Mict-Year May
?‘;und ap;ﬁfopriation& have been S Reien neien change
déf&?f‘&fﬂ until 2003-04 thréugh General Fund 528,287,125 §20,236,823 -B60,302
current year spe eial i&gisﬁa‘ii@n Local Revenus 14,513,835 14,612,403 $3ﬁ,§6&
C_E_f’liil{?iﬁ’:?ﬁ 4 and 10, Statutes of Total Guaranies $43,510.9680 $43,249,228 538,206
2003, First Extraordinary Session Janusary Miay
(5B 18X and 38 28X). These 200304 _ Propusal Revislon Ghange
appropriations will be counted Ganeral Furd . 5azsa8s $29,728,363 1,502,896
toward the 2003-04 guarantee. Locat Revanue © 15067 659 15,875,526 7,867
The Administration proposes 10 Jotl Guarantes TR §45E0% 508 ST 7E
defer $1.16 billion in appropriations
to 2004-08 but does not propose  Tatal Two-vear Punding 86,004,104 $88,553,136 4,549,031

migking this practice permanent,

The reductions in Proposition 98 Figure EDU-2
appropriations from the 2002

Budgst Act level totaling

$2 53 billion still leave the total
appropriations at $122.3 million st
above the Test 2 guarantes level
i the curent year,

K12 Edueation Funding Per Puplt
Proposition 28

Funding per pupil under
Proposition 98 continues to s
increass Appropriations for

200203 will provide a funding
leved of $6,638per pupil. S50
Per pupil funding of $6,869in

FE,E00 -

o400
2003-04 represents an increase
of 3.5 percent over the current fame
year. Funding per pupil grows $0.200 1
mare than $200 for 2003-04
from the Governor's Budge;. s
45,800

TERR-08 20051 280192 it 200304
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K-12 Education

2002-03 ~$29.8 million
2003-04 $1,672.2 million

The May Revision increases funds for K-12 education by $1,642.4 million over two
vears in General Fund resources compared to totals enacted in mid-year legislation.
Proposition 88 General Fund increased by $1,174.6 million, contributions to the
State Teachers Retirernent System (STRS)increased $4%50.9 million because the
proposal iz defer or bond 2(:03-04 payments has been rescinded, and bond debt
service increased $70.4 million. Total General Fund aliocations of $29.1 hillion for
K-12 education now represent 42.2 percent of the General Fund budget.

Total K-12 Funding

Funds available to K-12 education: from all sources are increasing from $54.5 billion
in 2002-03 to $565.5 billion in 2003-04, a 1.8 percent increase. General Fund
declined $536.7 million, while iocal property taxes grew by $1.1 billion and federal
funds grew by $450.2 million. Major Gerneral Fund changes include:

+ A reduction of $465.7 inillion for STRS payments
+ Anincrease of $803.9 inillion to Froposition 98 General Fund
« Adecrease o $93.4 million For Scholarshare funding

« A decline of $779.6 million in the use of Proposition 98 Reversion Account
General Fund

Attendance Changes

Carrent Year

The May Revision includes estimated K-12 ADA growth of 1.75 percent, up from
1.48 percent in the Governor’s Budget. General Fund costs for schoel district

and county office of education revenue limits decrease by $29.9 million, resulting
primarily from significant increases in local property taxes that are partially offset by
increased estimates of ADA, and other miscellanecus adjustmenis.

Budget Year

In the budget year, the revised ADA growth is up slightly, from 1.00 percent to

1.34 percent {about 36,000 ADA higher than the January estimate). The total
number of ADA B estimated to be 5,911,519 in 2002-03 and 5,990,495in 2003-04.
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Growth Adjnstments

The May Revision provides over $272 million in new funds to provide an increase in
the estimated Proposition 98 ADA growth rate from 1.00percer to 1.34 percent

in budget year. Major adjustments include increases of $183.4 million for K-12
school district apportionments, $12.8 million for special education, and a decrease
of $0.5 million for county office of education spportionments. Other major
adjustments include significant costs to pay forreductions in Public Employees’
Retirernent System (PERS) offset funding of $51.7 million and an increase in
unemployment insurance costs of $25.2 million. The PERS and unemployment
imsurance adiustments reflect estimated rate increases to 10.42 percent. and

0.30 percent, respectively, of projected salaries.

Bevenue Limiis

Revenue limit funding constitutes the basic funding source for classroom
nstruction. The May Revision provides a net increase of nearly $262.4 million to
revenue limits, after restoring current year across-the-board reductions totaling
$612.4 million and then reducing revenue limits by approximately 1.2 percent, or
$350.0 million.

Basic Aid Distriet Excess Taxes

The May Revision modifies the Governor's Budget proposal to offset the General
Fund with $126.2 million in basic aid excess taxes by reducing he offset to

$20 million. Further, the proposal is modified to offset oniy Slate categorical
funding that would otherwise be provided 10 excess tax districts. The revised
proposal would limit the impact on basic aid districts—togeather with the previcusly
proposed elimination of the $120 per pupil basic aid payment-—to a reduction of
approximately 4.5 percent, consistent with the overall leve! of reduction to non-
basic-aid districts.

Class Size Redunetion
The May Revision proposes to increase funding for the K-3 Class Size Reduction
Program by $179.7 million to rescind the across-the-board reductions proposed

for the program. This increase fully restores the program’s base funding level for
2003-04,

Acecountability

The May Revision provides an additional $65.3 million for accountability programs
w fund schools participating i immediate Intervention/Underperforming Schools
Program (1Ii/USF) ($44.4 million) and the High Priority Schools Grant Program
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(HPSGP) (320.9 million) at $200 per pupil and $400 per pupil, respectively, less a
20 percent deferral. The augmentation to HPSGF allows an additional 86 schools
10 participate in HPSGP so that these schools in the first decile of the Acadernic
Performance index with an application for participation that has been approved
by the Department of Education {(SDE} would be funded at $400 per pupil, less a
20 percent deferral, Feginning in 2002-03. The May Revision contains a balance
of %4 million forHPSGP that will be available to expand the HPSGP subject iz the
enactrment oflegisiation for this purpose.

The increase in Funding is comprised of the restoration of the across-the-board

cuts to these programs ($41.8 million) and payment of e 20 percent deferral of
2002-03 funding contained in 8B 18X ($81.6 million}. These increases are offset

by continuing the 20 percent deferral established by SB 18X (~$66.0 million).
Addhtionally, the May Revision proposes to reduce Proposition 98 finding for these
programs by $23 million, which is offset by an increase of $30.8 millior: From the
Proposition 98 Reversion Account forilZUSP; this last action also removes the last of
the /(ISP shortfall in the 2003-04 Governor's Budget.

Siatewide Assessmients

The May Revision continues the Adrninistration's efforts to reduce testing time

and streamline the Stare's system of assessments. Funding For the Golden State
Examinations (GSEs) are eiiminatad and the English Language Arts and Mathe
matics GSES are integrated into the Standardized Testing and Reporting (STAR}
Program to be used in a pilot program by the California State {niversity for the
purposes of piacemert and semediation. This action provides not only a savings of
approximately $11.7 million fromthe 2002 Budget Act level, it also eliminates 13
sxaminations and links standards and assessments between the secondary level and
higher education that has not previowsty existed. Further, the May Revision includes
an unaliocated reduction of $13 riilion in the Testing Programs. The Adrministration
nates the Legislature's concerns regarding testing volume and time and will work
with the Legislature to determine how the $13 million reduction will be aliocated.

Special Edueation

The May Revision provides a net General Fund increase of $27.8 million and also
includes an additional $35.6 million in federal funding over amounts proposed

in the Governor's Budget. These increases allow for full funding of growth and
maintain the year over year State aid funding commitment. In addition to growth
funding, $138,000 in additional federal funds is allocated to schoolsas a permanent
increase to the base funding levei for the Special Education program. Further, the
May Revision provides $4.9 million in funding from the Proposition 38 Reversion
Account to fund prior year cests resulting from growth-related increases.
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individuals with Disabilities Education Act-Required Mental Health Services

The May Revision provides $69 million in federal funds to provide mental health
saxvices for children with exceptional needs, as required by the Federal Individuals
with Disabilities Education Act. These funds will offset reimbursable mandate
activities for services provided te children with exceptional needs as part of the
pupdl’s individualized education plan (IEP). The Administration plans to work with
thie Legisiature and interested parties to develop trailer bill language and Budget Bill
language to ensure these ses vices are provided.

Equalization

The May Revision proposes to eliminate $250 million previously propased for
2003-04, including $203 million appropriated by Chapter 1167, Statutes 0f 2002,
and $47 million in additional funding proposed in the. Governor's Budget.

PERS Offset Mitigation

The May Kevision proposes $35 million to mitigate the PERS offset to revenue limits.

This represents a restoration of a proposed reduction in the Governor’s Budget.

Fiscal Crisis and Management Assistance Team Restoration

The May Revision proposes $912,000 to ensure that core school district budget
management and fiscal services provided by the County Office Fiscal Crisis and
Managernant Assistance Team (FCMAT) will be provided during these difficuit
fscal times.

Categorical Funding Adjustments

In the Governor's Budget, $854 million In categorical program reductions were
proposed on an across the board basis. Of these. $835 million: are proposed o be
restored i the May Revision, while $19 million are retained because they reflect
natural savings. To repisce these reductions and increase furnding for apportion-
ments, specific program reductions are proposed. These reductions reflect the
Administration’s discussions with the education ¢omenunity and members of the
Legislature. The tabde below lists the most significant reductions.
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Categorical Pragram Reduction

(in millions)
Equalization $250
Deferred Maintenance 129
Summer School ab
Diefer Mandales 125
Teaching as a Priority 88
Instructional Materials 76
Elemandary Intensive Reading 31
Pear Assistance and Review 25
Millar-Usruh Reading 29
School Improvement 42
Supplemental Grants 80

Child Care

Diefer Realignment Proposal—Child care, originally a part of the $8.2 billion
realignment proposal, is proposed to be reinstated in the 2003-04 Budget. Realign-
ment rermains a crucial component of structural reform. However, to provide mare
time forlegisiative consideration, the majority of the Administration’s January
realignment proposal is being deferred to the remainder of this iegislative session
for implementation in 2004-05,

The Administration believes child care realignment continues to be a viable way

to resolve a munker of policy and fiscal concerns that have plagued the State's
subsidized programs. By giving zounties both responsibility to adrninister child
care services in conjunction with other social services forthe same families and
financial stake in child care expenditures, it was expected that the proposal would
create rmaore eguitable access and improve coordination of servicesfor the neediest
farnilies, enhance accountability, decrease fraud, and facilitate integration of local
priorities and funding sources. Moreover, the Administration had proposed a revenue
stream that would have provided a growing revenue source inciuding over $1 billion
from new revenues. Unfortunately, the Stale's fiscal problem has not improved so
cost reductions are necessary as the program is restored to state operations.

The Administration continues to be concerned with growth in CaRW(RIKs Stage 3
While the May Revision restores the child care programs in their current form,
the Administration will work with stakeholders, implementing agencies, and the
Legislature 1> address these problems.

Reforms, Cost Reductions, and One-Time Fund Shifts—in order te restore child
care to State administration and meet competing priority needs in Proposition 98
education programs, the Administration has carefully reviewed restructuring options
included in the 2002-03 Governor's Budget comprehensive restructuring proposal.
Rased on that effort and combined with the availabifity of one-time Temporary
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Assistance for Needy Families (TANF), the Administration proposes a series o
reascnabie reforms that are aimed at preserving existing programs, preserving
access for current subsidized populations and striking a balance with other K-14
funding needs far 2003-04.

Overall, the Administration proposes a total funding level of $1.867 billion for

the restored programs, However, this funding level contirnies reliance on one-
time funding sclutions which will create additional probderns in the future, absent
realignrent. Specific solutions produce a total of $384 million in Proposition 9%
General Fund cost savings as follows:

Reforms—$216 Million Cost Reduction

¢ 54 million caseload savings by limiting child care servicesto children 12years of
age and under. Mo other state offers subsidies to 13year old children.

¢ 512 million savings by eliminating child care servicesto “grandfathered” Families
who earn above the current Income limits for subsidized care. No other state
offers subsidies for incomes at the levei California currently provides.

¢ 5123 million savings by implementing Regional Market Rate (RMR} regulations,
consistent with legisiative intent expressed in the 2002 Budget Act that: (1) lowers
providers’ rate lirnits if those providers do not participate in the market by serving
eniy non-subsidized families; (Z) prohibits payment of an hourly rate for full-time
care; and (3)limits the evening/weekend premium rate to licensad providers.

+ 544 million savings by reducing the Mg ceiling for licensed providers to the
80th percentile of the regionat market. No other state offersreimbursement to
this level,

+ £33 million savings by implementing a modified family fee schedule. Families
would begin contributing a share of child care costs when family income reaches
40 percent of the current income level index used for deterrnining eligibility. Fees
would inerease on a sliding scale with Family income, but would be capped at
14 percent olithe family's income at the highest income level, consistent with

federal guidelinas. Families stili on cash aid would pay no fees.

Other Cost Reductions, Savings, and Fund Shifts—$168 Million Savings:

+ 539 million caseload savings, inchyding (a)$35 million reduction in Stage 3
caseload costs from the January estimate; and (b) $4 million State Preschool
participation savings.
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» $13 million reduction to non-direct care services including: (a)teacher retention
bonuses, which is offset by recent implementation of a $24 million Propesition 10
Commission initiative; and (b) $3 million reduction to Resource and Referral
programs ($17 million remains for the most essential supportive services).

+ $15 million Proposition 98 General Fund reduction by wtilizing one-time {edera!
funds and unliquidated CalWORIKs carryover hinds that are availabie.

+ $101 million in one-time TANF funds to offset Proposition 88 General Fund.

Caseload Changes and Adjnstments for Stage 2 and 3

Btage 2--Based on April revised estimates, the average monthly caseload

for Stage 2 has ingreased from the Governor's Budget estimate of 101809 1o
102,500 children due to adjustments in the calculations of the nurnbe - of families
affected by the federal five-year CalWORKs time limit. The $48.3 million of
additional cost for the caseload is funded through TANF transfers to the Child
Development Block Grant,

Current Year Stage 3-——As mentioned previously, Stage 3 caseload decreased

for a savings of 335 million, reflecting a caseload drop from 70,400 e 64,200.
Additionally, savings of S12 million in Proposition 98 forthe revised current year
estimate are proposed for reversion to the Froposition 98 Reversion Account.

After School Safety and Education Programs

The May Revision proposes to rescind the across-the-board reductions proposed for
the After School Safety and Education Program in the amount of $14.3 million. This
action fuily restores the program's base funding level of $121.6 million and will help
increase opportunities for school age children, including 13 year cids who may be
dispiaced due 1w the child care reform proposal.

Principal Training Program

The May Revision reduces funding for this Administration initiative that provides
15,000principals and vice-principals with training in instructional standards and
effective school management technigues by $22.5million. This reduction will delay
completion of this prograrn into 2004-05. The Administration remains committed to
this program and has reached an agreement with the Gates Foundation to continue
providing 25 percent ($1,000)of the $4,000 per participant cost through 2004-05.
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Longitadinal Papil Database

The May Revision continues $12 million in federal funding for the assigrunent of
student identifiers and for the development of the database, which s necessary to
comply with the data reporting requirements of the federal Mo Child Left Behind
Act. In adélition, the May Revision contains an additional $9.7 rnillion in federal
Title VI funds that could also be used for the development of the database, if
necessary. The SDE is scheduled to complete a Feasibility study report for the
devejoprment of the database N 2003-04,

California State Library
2002-03 e
2003-04 ~50.6 million

Due o current fiscal constraints, the May Revision proposas the following budget
adjustments:

+»  $12,145,000 General Fund increase to rescind the prior proposal to shift funding
for Transaction Dased Reimbursements 10 iocal fees. The State Library advises
that this program is a high priority, relative to other local assistance programs.
This proposal will ensure that cost-effective resource-sharing infrastructure

rernains intact and that Califomia continues to receive Federal funds for one-time
projects and system enhancements.

+« $2,000,000 General Fund increase to offset a iower, mare achievable level of
user fees{$1,000,000) for supparting State Library services.

e 514,766,000 reduction for the Public Library Foundation lo offset the restoration
of Transaction Based Reimbursernemts arid contribute to the overall budget
solution. Remaining foundation resources would be provided for the libraries
rnost in need on a fiscal basis.
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California Community Colleges
2002-03 ~% 30.5 million
200304 $ 304.1 million

Current Year

Current year Proposition 88 General Fund expenditures forthe Cafifornia
Comumunity Colleges (CCC), subseqguent to Chapter 4, Statutesef 2003, First
Extracrdinary Session (SB 18X), are reduced by $30.5 million. SB 18X augmented
CCC funding by $38mitiion to backfill a projected decline in local property tax
revenuies below the levei projected in the January Governor's Budget. The most
recent data indicates the shortfali is only $7.5 million below the January level.
Therefore, the cusrent year budget wili be reduced by $30.5 million to reflect the
most recent data and capture the excess funding provided.

Budget Year

The May Revision proposes a $305 million Propesition 98 General Fund increase for
jocal assistance, which is offset by increased Lease Purchase Payment refrmburse-
ments in the amount of $50%,000, for a net increase of $304.1 millien. This funding
would significantly augment or fully restore various corrununity college programs
and services from the levels proposed in the Governor's Budget. Major adjustments
include:

« $154.7 million to reflect a reduction in the proposed student fee increase
from $13/unit to $7/unit for a total fee df $18/unit. This change wiil restore
approximately 25,000 credit full-time eguivalent {FTE)} students for budget
vear, significantly reducing the expected levels of attrition projected in the
Governor's Budget,

%+ 566.6 million to restore proposed budget year across-the-board reductions to
apportionments, Additionally, growth funds are increased $4.4 million as a result
of the higher current year apportionment base resulting from SB 18%.

+  $55 million to reflect a reduction in the amount proposed to be eliminated
due to illegal concurrent enrollment practices. This augmentation will restore
approximately 15,000FTE students in the budget year, or approximately
70 percent of the projected concurrent enrollment FTE students loss assumed
in the Governor's Budget.

GOVERNOR'S BUDGET MAY REVISION | 2003-04




< EXPENDITURES

35

¢ Significant restorations to critical categorical programs including both Extended
Cpportunity Programs and Services and Disabled Students Programs and

Services. These prograrns are restored to within 99 percent of the 2002 Budget
Act levels.

University of California
2003 03

200504 $1.5 milfion

The May Revision proposes to increase the (r versity of California’s (UC) General
Fund by 51.5 million to backfill student fee reve nue losses pursuant to the antici-
pated enactment of legisiation in the 2003-04 Re gular Session that would offer fee
waivers for Califormia National Guard members.,

California State University
2002-G3 —
20U3-04 ~$5.0 million

The May Revision proposgs reducing the Calfforr ia Stare {University's {CSU)
General Fund by a net $5.0 million from the leve. proposed inthe 2003-04
Governor's Budget, for the following:

A $7.5 million reduction to eliminate a ProRata assessment that was inadvertently
¢harged against the General Fund.

Ar, augmentation of $1.5million to backfill student fee revenue losses pursuant te
the anticipated enactrent of legislation in the 2003-04 Regular Session that would
offer fee waivers for California National Guard rmembers.

{alifornia Postsecondary Education Commission
20020 .

2003-04 ~$695,000

The May Revision ¢ oposes ta consolidate the California Postsecondary Education
Commission's CPEC) activities with the California Student Aid Commission (CSAC),
pursuant to legislation anticipated to be enacted in the 2003-04 Regular Session.
Accardingly, the $695,000 General Fund proposed in the Governor's Budget would
be shifted to CSAC. Additionally, 5.0 million in federal local assistance is shifted
from CPEC to CSAC. This consolidation will provide administrative savings over the
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longer term, allowing the CPEC to focus limited rescurces on their highest priority
functions,

California Student Aid Commission

2002-03 ~ 520 million
2003-04 - %29.2 million

Canrrent Year

The May Revision proposes a $20 million reduction in local assistance associated
with revised estimates of the number of Cal Grant Entitlernent awards that will be
issued in 2003-04,

Budget Year

The May Revision proposes net General Fund reductions of $28.2 million from the
level proposed in the 2003-04 Governor's Budget, as noted below.

Iocreases include:

$695,000 in state operations funds that will be shifted from CPEC to CSAC for
state operations, pursuant to the consolidation o activities proposed forthese

organizations described previcusly. Additionally, $5 million in federal local assistance
is shifted frem CPEC to CSAC.

$800.000 for one-time implementation costs associated with the consaolidation
of CPEC to CSAC. This funding would help facilitate the transition to the reduced
CPEC staffing level that was proposed for the 2603-04 fiscal year.

Decreases include:

520 million in local assistance associated with revised estimates of the number of
Cal Grant awards that will be issued in 2003-04.

$7.7 million in CSAC state operations costs are shifted to the Student Loan
Operating Fund (SLOF. This B in accordance with federal reguiations, which aflow
SLOFto be used for financial aid-related activitiesthat benefit students, as selected

by the guaranty agency.

$3.0 million one-time leal assistance cost savings by elirinating the Cal Grant T
program and authorizing 700 additional Assumption Prograrm of Loans for Edu-
cation {APLE) loan assumption warrants be issued. This corresponds to the number
of Cal Grant T awards that CSAC estimated would be issued in 2003-04. One-time
savings would be offset as loan assumption$ are paid in the future.
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The May Revision would also prehibit the issuance of new Graduate APLE loan
agsumption warrants which will create savings beginning in 2004-05. Trailer bill
legislation is proposed o effect this change.

Scholarshare Investment Board

2002-03 S
2003-04 ~$16.8 mitlion

The May Revision proposes reducing the Scholarshare Investment Board's (S1B}
General Fund by $18.8 million, o reflect revised estimatas of the number of Gover-
ner's Scholers Awards and Distinguished Math and Science Awards that will be
isgued in 2003-04. This reduction IS consistent with statutory changes adopted in
Chapter 4, Statutes of 2003, First Extracrdinary Session (8B 18X), which authorized
the deferral of funding for 8 and O grade students who qualify for awards until
those students reach the 12" grade. This reduction is also consisters with the

State Board of Education’s adopted changes to criteria governing which California
Standardized Test mathernatics exarminations a student may take to qualify for a
Gowvernor's Scholars Award.

The May Revision also proposes that the Governer’s Scholarship Programs be
restored. The Administration intendsto submit trasier bill legislation, 10 accompany
the Budget Rill, that will reinstate the statutory authorization. This prograrm was
astablished as part of the agreement to create the Cal Grants entitlerment and
cormpetitive programs for low income students. As such, the abolishment of the
programs in Chapter 10, Statutes of 2003, First Extraordinary Session {SB 28X)
abrogates that agreernent and would deprive thousands of students the opportunity
to be recognized for academic excellence.
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Judiciary

2002-03 —
2003-04 —

{Unallocated Reduction—Due to current economic conditions and the State’s
fiscal constraints, the Governor's Budget included a $12.7 million, Genera! Fund
unallocated reduction o the Judiciary. The Judicial Council has submitted a plan to
allocate these reductions among their various programs and items of appropriatiaon.

The foliowing details the allocation of the reductions to state operations:

+ A reduction of $2 miltion to the Supreme Court.

+ A reduction of $9.3 miflion to the Courts of Appeal.

+ A reduction of $2 million to the Judicial Council

+ A reduction of $275,000 to the Habeas Corpus Resource Center.

The following details the allocation of the reductions ta local assistance:

+ A reduction of $1 million to the California Drug Court Projects.

+ Areduction of 182,000 to the Court Appointed $peciai Advocate
{CABA} Program.

# A reduction of $83,0600 to the Model Seif-Help Program

# A reduction of $2.8 million io the Equal Access Fund.

+ A reduction of $30,000 to the Family Law Information Centers.

State Trial Court Funding
2002-03 e
2003-04 $17.6 million

Trial Court Staff Refirement—An increase of $5.5million General Fund is
proposed for increased retirement costs for the trial courts throughout the Slate.
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Trial Court Workers' Compensation—An increase of $5.5 million General Fund is
included to fund the increased costs of workers’ compensation for the trial courts.

Court Becurity—An increase of $3.6 million General Fund for increased costs
associated with providing security at trial court facilities.

Hervice of Process Fees—An increase of $3 million General Fund is proposed

e fund the costs of Chapter 1008, Statutes o 2002, which requires the courts to
provide free service of process of a protective order, restraining arder, or injunction
if the service of process B a result of domestic violence, stalking, or a threat of
sescual assault. Chapter 1009 also requires local law enforcement agencies to bill the
superior court for payment of the fees related to the service of profess.

Court Fecilities Construetion Fund Loan—In order to achieve General Fund
savings, a transfer of $8¢ million from the State Court Faciiities Construction

Fund to the Trial Court Trust Fund & proposed as a loan repayabie by the General
Fund. An associated reduction of $80 million to the General Fund transfer to the
Trial Court Trust Fund B also proposed, This level of revenue from the State Court
Facilities Construction Fund is not planned to be used for construction projects until
fiseal year 2004-05 at the earfiest,

Court Security Realignmeni— Court security, originally a part of the realignment
proposal, is proposed 10 be reinstated in the Budget. Reaiignment remains a crucial
component of siructural reform. However, to provide mare tirne for egislative
consideration, the majority of the Admiristration's January realignrnent proposal

is being deferred to the remainder of this legislative session for implernentation in
2004-05, Therefore, an increase of $300 million General Fund is proposed for court
security. This amount includes $266,854,000 forthe base funding for court security
and $32,594 000 to fund the proposed increased court security cests included in
the Governor's Budget,

{Inallocated Reduction-Due to current economic conditions and the State’s fiscal
constraints, the Governor’s Budget included a %116 million unallecated General
Fund reduction to the State Trial Court Fundinig budget. The Judicial Council has
submitted a plan to allocate these reductions armong their various programs and
items of appropriation.

The following details the allocation of ?hereduction to State Trial Court Funding
programs:

¢ A reduction of $87 million to the Support forthe Operation of the Trial Courts.
¢ A eduction of $10 million to the Compensation of Superior Court Judges.

« 4 reduction of 51 9 million te the Assigned Judges.
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¢ A reduction of $8.1 million in General Fund resources transferrec to the Judicisl
Administration and Modernization Fund.

+  Atransfer of $12million from the Trial Court knprovement Fund to the Generat Fund.

PUBLIC SAFETY

Department of Justice
2002-03 0.8 million
2003.04 £10.7 million

Carrent Year

The May Revision includes $7~0,008r unanticipated legal expert costs & continue
lititgation in the Stringfellow toxic dump site matter as a result of new toxic findings
at the site.

Budget Year

Appeals, Writs, and Trials Workload—An increase of $3.7 million and 30 positions
is proposed for increased criminal case workload in the Appeals, Writs, and Tiials
Section of the Criminal Law Division.

Forensic Services Lab Costs—An augmentation of $3.5 million, with a cor-
responding decrease in reimbursernent authority, is proposed to fund the costs

of forensic services provided to local agencies. The Governor's Budget included a
proposal to assess local agencies a portion of the costs of processing and analyzing
physical evidence. This funding would support those costs, eliminating the need to
charge iocais for these services.

Spousal Abuse Prosecution Progian—An increase of $3.2 million is proposed to
restore fundsfor program staffing and local assistance grants to counties to assist
with the prosecution of domestic violence cases.

“Iro Mot Call” Program—An augmentation of $261,000 and 3 positions is included
to provide State-level resources 10 assist with complaint monitoring, enforcement,
and database management for the federal "D Not Call” program which restricts
telephone solicitors from contacting subscribers participating in the program.
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Department of Corrections

2002-03 $115.4 million
200304 $23.9 million

Fomate/Parolee Population/ Caseload Chax:&gﬁs

Carrent Year

Based upon the Department of Corrections' (CDXC) spring estimates, the May
Revision reflects an estimated June 30, 2003, population of 160,532 inmates. This
is 129 fewer inmates than projecied in the 2003-04 Governor's Budget. The revised
population estimate represents an increase of 2,553 inmates (1.6 percent) from the
June 30, 2002, popaation level.

The projected June 30, 2003, parolee population B 116,549, This is a decrease
of 684 parciees from the number projected in the 2003-04 Governo’s Budget.
The revised parolee population estimate represents a decrease of 3,787 parolees
(3.1 percenty from the June 30, 2002, level.

While the changes in population are relatively minor, the CDC has incurred costs

to realign its bed availability with the type and level of inmates it houses. The net
effect of the population changes listed above, aswell as other adjusirnents, and
estimated current year savingsthat did not materialize, is 8 costto : he General Fund
of $46 million, and a savings to the Inmate Welfare Fund of $452,000.

The May Revision also reflecis an additional $69.4 million to cover unbudgeted
costs in gvertime, temporary help, and workers' compensation.

Budget Year

Based upon the D spring estimates, the May Revision reflects a June 30,2004,
population of 161,287 inmates, which is 248 inmates more than prejected in the
2003-04 Governor's Budget. The revised inmate population estimate reflects an
increase of 755 inmates (0.4 percent) from thé revised June 3&, 2003 population
estimate.

The spring popritation estirnate for parolees as d June 30, 2004, is 115,467,which
i 80 more parolees than projected in the 2003-04 Governor's Budget. The revised
parolee population level projected for the budget year represents a decrease of
1,082 parolees (0.2 percent) from the revised population estimate forJune 30, 2003

As noted above. while the changes in population are relatively minor, the CDC witl
incur costs to realign its bed availability with the type and level of inmates it houses.
The net effect of the population changes listed above, as well as other adjustments,
and the budget year component of estimated savings that did not materialize in

GOVERNOR'S BUDGET MAY REVISION | 2003-04




42

EXPENDITURES

2002-03. is a cost to the Ganeral Fund of $59 million, and a savings to the inmate
Welfare Fund of $520,000.

Budget Reduetions

Due to the lower level of resources available for 2003-04, the May Revision proposes
a reduction of $34.7 million for the CIXC, which weudd result in a total reduction of
$86.6 million, when the January reductions are included. These reductions take
careful consideration of the need to make cuts in expenditures, while preserving
public safety:

Delay of 500 Substance Abuse Treatment Beds--$5.4 million savings associated
with a delay of the activation of 500 substance abuse treatment beds for 12 rronihs.

Regional Administrators’ Office Positions— $623,000 savings associated with a
raduction at the Regional Administrators’ Offices.

Interral Affairs——$956,000 savings resulting from the closure of the Office of
Investigative Services, internal Affairs-Southern Region Office,

Elimination of 7k Correctional Sergeants— $2.3 million savings due to the
eimination of Correctional Sergeants associated with the 7k training program.

Management Positlons3$2.3 million savings associated with the reduction of
rnanagement positions.

Delay Implementation of Delano H— $8.8million savings as a result of the
delayed activation of Delane I until March 2005.

Span of Control for Parole Administrators-—$1.3 million savings as a result of
increasing the span of control of Parole Adrninistrators from five parole units to eight
parole units,

Various Health Care Services Program Reductions— $13 million savings resuiting
from improved pharmacy prescription protocols, reduced referrals to outside
ernargency/urgent care facilities, and reduced disease category requests for service.

It is anticipated that the cost savingsidentifiet above will increase as the I
implements strict utllization management policies and procedures, and as more
insttutions irmplement the provisions of the Plata settlernent which requires
that inmates he provided the same standard of health care as provided in the
community.

I addition, the CIXC will aggressively pursue the implementation of a managed care
medel to further reduce health care program expendiiures statewide and explore the
best practices of managed care that can be implemented in a correctional setting.
Some of the areas to be examined will include: increased use of preventive care to
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reduce expenditures on speciaity and ernergency services; managing services for
inmatas with chronic conditions (e.q., HIV, diabetes) to reduce the amount spent
for costly private hospitals, transportation, and security; and cost-effective drug
formuilaries that restrict unnecessary USe of high cost drugs.

Salinas Valley Psychiatric Program Activation Delay-—$1 million savings to
reflect the revised activation schedule for the Salinas Valley Psychiatric Program.

Departiwent Of Corrections
Capital Outlay
2002-03 —
2003-04 - ~$2.8 miilion

The May Revision propoeses to switch funding for three capital outlay projects

from Ceneral Fund to existing gengral obligation bond funds. The projects, Duel
Vocational Institution-—Infirmary Heating, Ventilation and Cooling ($1.0 million),
California Institution for Men (CIM) Chino—Cell Security Lighting ($1.3 million),
and CiM~-Chino East Electrified Fence ($0.5 million), are ali continuation of critical
nealth and He safety projects.

Department of the Youth Authority
2002-03 $19.3 million
2003-04 %6.5 million

Ward/Parolee Population/Caseload Changes

Corrent Year

For 2002-83, the May Revision estimate for the year-end institution population is
5,120, a decrease of 220 frorm the projection included in the Governor's Budget.
This papulation decline, offset by a significant decline in the level of county reirn-
bursernents, will reault in a General Fund increase o $3.8rnillion. In addition, the
Youth Authority projects a year-end parole population of 4,025, a decrease of 15
fromthe projection included inthe Governar's Budget, which is offset Dy an increase
in specialized caseloads, resuiting in a General Fund increase of $173,000.

The May Revision also reflects an additionat $3.5 million due to increased costs for
worker's cornpearsation.
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For 2003-04, the year-end institution population is projected 1o be 4,555, which is
540 fewer than anticipated in the Governor's Budget. The combined effect of declin-
ing population and a significantdecrease in the level of county reimbursements will
result in a General Fund increase of $3.8 million. The Youth Authority projects a
year-end parcle population of 4,040, an increase of 210 from the level assurned in
the Governor's Budget, resulting in a General Fund increase of $468,000.

Budget Augmentations

The May Revision proposes the following augmentations for the Department of the
Youth Authority:

Consolidate and Restruciure the Youthful Offender Parcle Board—$1.5 million
te carry out the mandates of Chapter 4, Statutes of 2003, which consolidates the

functions of the Youthfisit Offender Parole Board into the Department of the Youth
Authority, effective Jaruary |, 2004.

Senior Youth Correctional Counselor/Sergeant Rellef— 5425000 in 2002-03
and $1.5 million in 2003-04 to provide regular day diF relief coverage for
Youth Correctional Counselers on open dorm living units are required by the

Mernorandum of Understanding between the State of Californiaand the California
Correctional Peace Officers' Association.

Sick Leave Relief~— $1.1 million in 2002-03 and 2{:Q3-04 to cover costs associated
with the increased cost of sick leave coverage of posted positions.

Physiclans Call-Back Costs—— $73,000 to cover physician call-back costs to enable
seven-day 2 week on-call coverage for ghysicians.

Morthern California Youth Correctional Center Laundry Costs—3$24,000 1o
wer the increased ost of providing laundry services at the closest Prison irchustry
Authority facifity.

Adjustment to Sliding Scale Reimbursements-— $1.1 million to reflect additional
General Fund cests due to lowe reimbursements from the counties as a result of
revised popidation projections.

Budget Reduetions

Due 1w a lower tevel of General Fund resources avaiiable Fo 2003-04, the
May Revision proposes the foilowing reduction for the Youth Authority:

Consolidation Plan—$3 million reduction associated with the closure of the
Karl Holton Youth Correctional Facility at the Department’s Stocktoon complex
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t¢ accnmmodate the continuing decline in the Department’s juvenile offender
population.

Youthfal Offender Parole Board
2002-03 —
2005-04 ~51.6 million

Consolidate and Resiructure the Youthiul Offender Parole Board~The

May Revision proposes a reduction of $1.6 million to reflect half-year funding for
the Youthful Offender Parole Board (YOPB), associated with the implernentation of
legislation which eliminates the functions of the YOPB and instead consolidates the
function of the Board within the Youth Autherity, effective January 1, 2004

Board of Corrections

2002-03 —
2603-04 e

Correstions Tralning Fund Transfer to the General Fundm'l”he May Revision
reflects & $558,000 reduction m tho amount proposed for transter to the General

Fund from the Corrections Traming Fund (CTF) due to lower revenue estimates for
the CTF

Roard of Prison Terms

2002-03 ~30.5 million
2003-04 ~%3.5 million

Hearing Workload Adjustment—The May Revision proposes reductions of $519,000
in 2002-03 and $3.5 million in 2003-04 due to revised workload estimates asso-

eiated with the projected number of parcle considerations and parole revocation
hearings.

Commission on Peace Officers’ Standards and Training
2002-03 e
2003-04 $25.5 million
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Training Relmbursement Costs~~An augmentation of $25.5 million Peace Officers’
Training Fund is proposed in the May Revision to restore funding to reimburse local
law enforcement agencies for costs related to peace officer training.

Department of California Highway Patrol
2002-03 o
2603-04 —

Fund Shifts
The May Revision includes the following fund shifts:

Motor Vehicle Account—A fund shift of $32.5million from the Metor Vehicle
Account t the Public Safety Surcharge Fund (PSSE) far CHP’s Homeland Security
tactical alerts. This fund shift reflects the first year of a two-year proposal to shift
all Homeland Security and non-transportation security activities of the CHP to the

PSSF. This fund shift is intended to consolidate funding for security activities of the
CHP into a singular fund source by 2004-08.
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LTH AND HUMAN SERVICES

Preserving Critical Programs—Realignment

Ee Governor's Budget proposed to preserve critical programs by not
reducing their funding levels, but instead either trangferting responsibility for the
programs to local governments or changing the State-local cost-sharing ratios, and
dedicating a revenue stream to support the additional local financial obligations. The
costs of the programs proposed 10 be realigned and the dedicated revenue stream
totaled approximately $8.3 biliion. The pragrams proposed for realignment included
Child Care, Mental Health, Alcohol and $Substance Abuse, Public Heslih, Medi-Cal,
Social Services, and Court Security programs. The revenue straar: consisted of a
i cent sales tax, i0 percent and 11 percent personal income tax brackets, and a
%1.10 excise tax on cigarettes and other tobacco products.

After discussions with representatives from the Legislature, the counties. and other
parties, the Admministration is narrowing the focus of its Realignment propesal

for 2003-04. Realignrnent rernains a crucial component of structural reform.
MHewever, 10 provide more time for legislative consideration, the majority of the
Adrministration’s January Realignment proposal is being deferred to tise remainder of
this legislative session for impermentation in 2004-05,

The costs of the programs proposed for realignment in 2003-04 and the dedicated
revenue stream now total approximately $1.8 billion. The revenue stream will consist
of the following:

2003-04 2004-05

+ Additional 10.3 percent persona! £1.5 billion $1.2 billion
income tax bracket

& Increase excise tax 0N cigareties and 0.3 biliion 0.7 billion

other tobacco produsis by 23 centsin
2003.04 and an addditional 40 cents
in 200408
$1.8 biliion 1.9 billion

These rsalignment revenues are new revenues dedicated to the proposed Enhancecd
State-Local Realignment Fund and do not affect the General Fund. Therefore, these
new revenueswould not increase the Proposition 88 guarantee. Similarly, revenues
dedicated to the 1891-82 Realignment also are not included in the Proposition 98
guarantee calculation. In addition, the Attorney General, in an April 29,2003, legal
opinion titled Realignment Plan: Proposed fews Revenues and Froposition 98,
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has concluded that "the Realignment Plan’'s new revenue streams, if dedicated and
restricted as proposed, would be exciuded from General Fund revenues considered
in calculating minimum funding levels under Proposition 98."

See Figure HHE-1 for the programs proposed for Realignment.
FIGURE HHS-1 -

State-Local Realignment
{% in Millions)

Current County  New County Renaligms

Share-of-liost  Shers-offnst Costs
{Parcant] {Percent)

Maniai Henlth '
Childran's Sistern of Care o 100 520
infegratéd Services for Homelees ¢ 100 38
Childran and Youth
Child Abuse Prevention, Inlervention, and Treairent 0 100 12
Foster Gare Granta 60 80 237
Foster Care Administration 30 50 ka
Chile Waltare Services 30 50 187
Bocial Servives
Adult Proieciive Services MOE" 100 1
CRIWORKs Brants 25 30 783
CalWORKs Employment Services and Administration MOE a0 359

Yisainienance-of-Effon (MOE) Requirements

Counties are currently administering these programs and thus should assume these
program responsibilities. To the extent feasible, counties will be given additiorai
discretion in the adrinistration of these programs.

The Administration: will continue to work collaboratively with the Legislature

i resolve issues relating to revenue allocation, meeting State and federal
requiramesits, allowing counties to shift funds among programs, and the scope of
contiruaing State oversight of the realigned programs. The Administration will also
work with the Legislature to draftthe necessary trailer bill legisiation t0 implernent
this Realignment proposal effective July 1, 2003.

Referto individual departrnental sections for discussion df modifications 10 the
original Realigriment proposal contained in the 2003-04 Governor's Budget.
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Department of Health Services

Medi-Cal
200203 $288.2 million
26003-04 $2.8 billion (Reflects deferal of realignment proposal)

Carrent Year

The May Revision includes total Medi-Cal expenditures of $29.8 billion ($10.9 billion
General Fund), an increase of $621.2 million above the Governor's Budget. General
Fund expenditures for Medi-Cal have increased by $288.2 illion, or 2.6 percent.

The number of persons projected to be eligible far Medi-Cal in 2002-03 is expected
to decrease by 52,500 io 8,424,800 eligibles. This represents a decrease of about
0.8 percent below the level projected in the Governor's Budget. The revised taseload
is 8.7 percent above 2001-02 caseioad.

The net General Fund increase includes the following significant adjustments:

+ $154.9 million increase due to erosions d the rmid-year spending reduction
propesals,

« %50.2 million increase in the cost of inpatient services.

+ $49.7 million increase due to unrealized savings For drug benefits and medical
supplies.

« %86 million increase for higher county administrative COStS.

¢ $6.3 million increase due to the Craig v. Bontd lawsuit, which requires that
Medi-Cal benefits be continued until a redetermination can be done.

+ $16.3 milion decrease for lower fiscal intermediary COStS.

+ 524.8 million increase due to a variety of other increases and decreases affecting
the Medi-Cal program.

Budget Year

The May Revision inchudes total Medi-Cal expenditures of $27.2 billion ($9.8 billion
Gieneral Fund), a net total funds decrease of $508.0 million, including a $2.8 hillion
General Fund increase, from the Governor's Budget.
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The average monthly Medi-Cal caseload is expecied to increase by 144,600

beneficiaries to 6,412,800 eligibles. TNISrepresents an increase of 2.3 percent above
the (avernar's Budget.

The budget year includes the following significant General Fund adjustments:

&

$3.0 billion increase to refiect deferral of realignment

$930 million decrease to reflectan accounting change from accrual to cash,

$112.5million increase to Fund a rate increase of appraximately 3 percent for
Medi-Cal Managed Care Plans.

$66.2 million increase in the cost of inpatient services
$60.8 million increase due to inplementation ofthe Craig v. Bontd lawsuit

$58.8 million in increased costs to provide a long-term care rate increase of
approximately 3.8 percent.

$537 million increase Lo reflect restoration of the 1931(b} Medi-Cal Program.
$35.6 mitlion increase for higher county administrative costs.

$341.4 million net. increase due to a variety of other increases and decreases
affecting the Medi-Cal program.

Maintaining Health Care Access

The May Revision also maintains the Adrainistration’s commitment to provide health
care coverage to California's low-income children and adults.

®

Continuous Eligibility for Children—Chapter 945, Statutes of 2000 (AB 29040,
Gallegos), provides 12-month continuing Medi-Cal eligibility to children under
19 years of age. Tnis expansion reduces the number of uninsured children in
Californiaand ensures contirnuity of medical care. The May Revision includes

a total of $486.6 million {$243.3 million General ¥und} to provide continuous
Medi-Cal eligibility for an estimated 471,500 children. Since 2000-01, the
Administrations has provided a total of $1.3billion ($638.9 million General Fund)
to support this expansion.

1931ib) Medi-Cal Program—The May Revision proposes to restore 1931¢b}

Medi-Cal program eligib:ility to 100 percent of the Federal Poverty Level. The
income standard for this program would be reinstated to the level established in

GOVERNOR'S BUDGET MAY REVISION | 2003-04



4 EXPENDITURES

81

March 2000. The May Revision provides $107.4 million {$33.7 million General
Furdy in 2003-04 for this restoration.

Accelerated Ervoilment: Single Point-of-Entry—The Accelerated Enroliment
Program, implemented July 1, 2002, enables the Department of Health
Services to termnpaorarily enroll children under the age of 19into the Medi-Cal
program. Approximately 3,078 children will receive Medi-Cal benefits through
the Accelerated Enrollrment program in 2003-04. As a result of the presumptive
eligibility mechanisim, expenditures are projected to reach $8.3 million

{54.1 million General Fund) for 2003.04.

Child Health and Disability Prevention Program Gateway to Medi-Cal—
The May Revision mairtains funding of $74.% milion ($35.8 million General
Fund) for the Child Health and Disability Preventiony Gateway, which streamlines
enrolirnent into Medi-Cal and the HFP

In addition, the Administration continues to demonstrate its commitment to
maxirnizing health caw coverage for California's uninsured children by irnplementing
two expansions that will greatly facilitate their envoliment into Medi-Cal. This
strearmlining of enrollment, referred to as Express Lane sligibility, will Bnk Medi-Cal
eligibility with that of other public programs that serve low-income individuals. The
sxpansion prog . are as follows:

.

Efigihility to Children Receiving Free School Lunches—Chapter 894,
Statutes of 2001 (AB 38), will facilitate enrollment into Medi-Cal for uninsured
school children by linking Medi-Cai eligibility with free school lunch eligibility.

it is estimated that this expansion will resuit in 3,905 additional children
receiving Medi-Cal coverage in 2003-04. The May Revision provides $3.5 million
{%1.7 miliion Genera! Fund) e support this expansion.

Faclitating Medi-Cal Enreliment and Eligibility for Persons Recelving Food
Stamps—{_hapter 897, Statutes of 2001 (SB 483), will facilitate the enrollment
of low-incorne, uninsured families into the Medi-Cal program by linking Medi-
Cal eligibiliey with the Food Stamp Program. It is expected that this iinkage of
food starnp eligibility with the Medi-Cal programwill result in an additionai 5,967
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parents' and children receiving Medi-Cat coverage in 2003-04. The May Revision
provides $7.7 million {$3.9¢ million General Fund} to support this expansion,

General Fond Ae:ijusimems |

General Fund revenue receipts have been below expectations since the release of the
Governor's Budget. Additionally, expenditures required for enrollment, caseload, and
population changes have increased. Furthermore, the mid-year reductions proposed
in January have not been fully enacted. These three factors necessitate further
adjustments to reduce or eliminate various programs included in the Geovernor's
Budget. Accordingly, the Administration is proposing the foliowing adjusiments that
will result in net Generai Fund savings in the Medi-Cal program:

*  Medi-Cal Accounting Change—The May Revision includes one-time Gerneral
Fund savings of $930 million reflecting a change in the Department of Health
Services' {(I3HS} accounting for the Medi-Cal program from an accrual basis 1o a
cash basis.

+ Medi-Cal Anti-Fraud Initiative—The May Revision significantly-expands efforts
by the Deparirnent, of Health Services (I2HE) to prevent, identify, and investigate
fraud in the Medi-Cal program. Successful existing anti-fraud strategies would
be expandad, inchading the Medi-Cal Beneficiary identification Card replacement
project. New strataegies would also be implernernted, including random claim
sampling, data mining, and the creation df a cne-year provisional status
for ail new providers. This proposal i anticipated to result in $20.1 million
{$12.3 million General Fund) net savings in 2003-04 and $18&.2 million
{$85.2 million Gererad Fund) net savings in 2004-05%. Beginning in 2005-06,
anmualized savings are expected to be somewhat higher. Ta achieve these
savings, the May Revision proposes to astablish 315.0 new positions in the IDHS
at a cost of $27 miliion ($10.7 million General Fund).

o Drug Expenditure Reduction through Therapeutic Category Reviews and
the Resolution of Aged Rebate Disputes— $29.5 million ($15.1 million
General Fund) to reduce Medi-Cal drug expenditures through therapeutic
category reviews and the processing ofaged rebate disputes. Therapeutic
category reviews ensure that only the most cast-effective drugs are included
on the Medi-Cal formulary while maintaining appropriate beneficiary access.
These savings assurne that the entire backlog of aged rebate disputes will be
resolved in 2003-04. Included in this proposal are increased costs of $1.4 million
($142,000General Fund) for 14 positions to conduct the Therapeutic Category
Reviews and resolve the aged rebate disputes.
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¢ bmpose a Moratorium on Adult Day Health Care {ADHC) Centers and
Amend Rates— $18.8 million (89.6 million General Fund) to impose a one-
vear moratorium on the certification of new ADHC centers, which will slow the
rapicd growth of this provider type. In addition, the ADHC reimbursement rate
would be lowered to reflect the removal of therapies (speech, physicai, and
occupational} and transportation from the bundled daily rate. These services
would ther: be billed separately when they are actually provided.

¢ impose a Cap on Medi-Cal Laboratory Services—5$8.2 miilion ($4.5 million
General Fund) to place a per-keneficiary limit on selected laberatory services.
Additional, medically necessary services could still be approved through prior
authorization.

¢ Change Reimbursement Methodology for Durable Medical Equipment—
$2.1 million {$1.6 million General Fund) to reduce the reimbursement for durable
medical equipment by remaoving the current reimbursement methodology from
regufatory control, which will allow the DHS to react quickly to changing market
factors and ensure that Medi-Cal pays a cost-effective rate.

+» Change Relmbursement Methodology for Anti-Hemophiliac Blood
Faclors—3%2.5 milkon ($1.2 million General Fund) to change the
reimbursement methodology for anti-hermnophiliac blood factors, which will aiiow
for electronic claims processing and enhanced rebate collection.

« Pharmacy Cost Savings through Provider Education— $1.4 million (756,000
General Fund) 1o reduce pharmacy expenditures through provider education,
which will ensure that the most cost-effective prescribing habits are utilized.

+ Convert Contract Nurse Positions to State Positions—$654,000 (5164,000
General Fund) to convert contract nurse positions to State Civil service positions.
These contract pasitions were included in the 2002 Budget Act to review
treatment authorization requests and expand medical case management

activities. Because of the higher cost of contract positions, this conversion
restiits In a net savings.

¢ Include HIV/AIDS Drugs in Medi-Cal Managed Care Capitation Rates—
$218,000 (£109,000 General Fund) as a result of including and capitating
HIV/AIDS drugs within the Medi-Cal Managed Care program.

¢ Encourage Enroliment of Aged, Blind, and Disabled into Medi-Cal
Managed Care—51.3 million ($630,000 General Fund) increase in 2003-04
for informational material to encourage voluntary enroliment of aged, blind, and
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disabled individuals into Medi-Cal Managed Care. This proposal is expected to
resull in savings of $4.8 million ($2.4 million General Fund) in 2004-D5.

+ Implement a Disease Management Program in Medi-Cal~-$756,000
{$279,000 General Fund) increase in 2003-04 to implement a Disease
Management Program for Medi-Cal beneficiaries. This program is expected to
achieve savings in future years by reducing health care costs Fa patients with
chronic conditions and result in improved health outcomes.

» Personal Injury Recovery Program— $358,000 ($90,000 General Fund)
incresse h 2003-04 to expand personal injury cost recovery activities, which
ensure that Medi-Cal funds are recovered when a third-party is liable for the
costs. This proposal is expected to result in annual General Fund savings of
$1.4 million beginning in 2005-06,

¢  Medi-Cal Managed Care Administrative Costs—Redirection of three positions
in 2003-04 to conduct initial health plan finand fal reviews and rate calculations
for managed care contracters. This proposal is estimated to result in savings of
$39 million {$19.5 million General Fund) in 2004-05.

Public Health
2002-03 £10.9 million
2003-04 5114.4 million

Caseload Programs

Current Year

The May Revision includes an increase of $10.9 millienn General Fund, or 7.6 percent,
above the $143.9 million provided in the Governor's Budget, due to an increase in
casetoad and health care costs in the California Children's Services{CCS), Child
Health and Digability Prevention, and Genetically Handicapped Persons programs.

Budget Year
The May Revision includes an increase of $52.8 million General Fund, or
58.8 percent, above the $84.7 million provided in the Governor's Budget, due

tor an increase in caseload and health care costs in the TCS and the Genatically
Handicapped Persons programs.
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Realignment

Public health programs, originatly a part of realigrenert, are proposed to be
reinstated inthe budget and are no longer being considered by the Administration
for realignment in 2003-04. Realignment remains a crucial component of structiral
reform. However, to provide more time for Jegislative consideration, the majority
of the Administration’s January realignment proposal is being deferred to the
rernainder of this legislative session for implernentation in 2004-03. Therefore, the
May Revision proposes to restore $146.7 million ($68.5 million General Fund) and
48.3 positions (46.9personnel years) to the following programs:

Adolescent Farnily Life

Black irfant Health Program

Local Maternial and Child Heakh

Expanded Access to Primary Care

Clinic Grants-in-Ald

indian Health Frogram

Rural Health Services Development Program

Seasonal Agricultural and Migratory Workers

Managed Care Counties

California Health Care for indigents

Rural Health Services

Pubdic Health Subvention

& & @

% & #» F % F # & %

@Eﬁﬁ-ﬁrug Assistance Program (ADAP)

The May Revision increases the ADAP in 2003-04 by $8.2 million total funding
due to additional reimbursements and federal funds, and adjustrnents to the co-
payment proposal included in the Governor's Budget. To align ADAP co-payments
with private insurance rates, the May Revision proposes to reduce co-payrnents
from $30, $45, and $50 per preseription to $5, %10, and $15 respectively based
on a sliding income scale tied to federal. poverty levels. Total funding for the ADAP
is $195 milion, an increase of $75.2 milion, or 62.8 percent since the 199800
Governors Budget.

Cigarette and Tobacco Products
Surtax Fund-—Proposition 99

Proposition 99 resources in the budget year are projected to be higher than
estimated in the Govemnor's Budget, primarily due to a one-time augmentation
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($10.4 milliony under Proposition 99 in 2002-03 that has not been expended and
will be carried over into the budget year. This augrneriation, combined with other
adjustrnents, provided nearly $15.1 million in available resources. These increases
result in aciditional resources in the Health Education Account (58.4 million),
Research Account {%4.4 million), and Unallocated Account ($2.3 million).

To reflect these increases, the May Revision proposes to restore, at least partially,
programs that were previcusly reduced due to the decline of Froposition 99
revenues: Competitive Grants ($1.5million), Local Lead Agencies ($4.5 million),
Media {$2.4 million}, and the California Healthcare for Indigents Program

(2.3 million). in addition, the Unijversity of California will receive an additional
$4.4 million to conduct tobacco-related research.

Tobaceo Settlement Securitization

The Governor's Budgst proposed to securitize $4.5 billion in bonds backed with
tobacco settiement resenues. The May Revisionreflects that only $2.5 billion

in tohacco-securitized bonds were sold in 2002-03. Due to rmarket conditions

and a large number of states securitizing their own tobacco settlemment moneys,
the Administration determined that California should not seek to sell additional
securitized bonds, but rather should budget annual tobacco settiement moneys.
For 2003-84, $173 million in tobacco settlement payments ate projected. The May
Revision proposes to use this fundingto offset General Fund expenditures in the

Managed Risk Medical Insurance Board's Healthy Families Program.

Public Health Preparedness and Response

California is faced with an onslaught of new pathogens and diseases, as well as the
ongoing threat of a binterrorist attack. Severe Acute Respiratory Syndrome (SARS),
West Nile Virus, and Hepatitis ¢ are but a few of the public health crises that have
rmade front-page news recently. Responding to each of these new threats as a
separate problem. requiring new resources and a support infrastructure, is inefficient
and expensive. To counter these threats and to form a cote preparedness and
response team for unknown pathogens and sudden disease outbreaks or events, the
Adiministration, with the assistance of the federai government, is developing a long-
werm comprehensive strategy. The May Revision includes $90.3 million ($3.9 million
Genera! Fundy in new funding and 96.0 positions (91.1personnel years) to combat
these threats. The proposed Public Health Response Team will immediately address
the following priorities:

+ The Emergence of SARS ($350,000 General Fund)
+ West Nile Virus Early Detection ($923,000 General Fund)
s Hepatitis C Prevention ($2 million General Fund)
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& Apnti-Bioterrorizm ($82.8 million federal furxds)
¢ Botulism nmune Globulin Production (83.6 million federal funds)

While initially working on two specific disease threats, the SARS and West Mile
Virus, program staff will form the core of a preparedness and response team to

deal with future unknown pathogens and sudden disease outbreaks or events. The
team's primary responsibilities include detection and monitoring trends of unusual
of new infectious disease, and development of initial response plans in consultation
with local public and environmentai health departments, vector and animal control
agencies, physicians, health care providers, and veterinarians. The long-term goal

of the initiative is 1o develop a comprehensive prevention and control program
designed to combat new pathogens and diseases that uses all availlable public health
assets, local and State, in an effective and efficient manner.

General Fond Kﬁ&&eﬁéﬁ@

General Fund revenue receipts have been below expectations since the release of
the January Governor's Budget. Additionally, expenditures required for enrofiment,
caseload, and population changes have increased. Furthermore, the mid-year
reductions proposed In January have not been fully enacted. These three factors
necessitate further adjustments to reduce or eliminate various programs included
in the January Governor's Budget. Accordingly, the Administration IS proposing
reductions as follows:

¢+ Expanded Access to Primary Care—$2,350,000 to reflect a reduction to the
program in lieu of realignment.

¢ Adolescent Family Life Program—$1,621,000 to reflect a reduction to the
program in eu of resfignment.

Managed Risk Medical Insurance Board

2002-03 ~-52.7 million
2003-04 - $182.1 million

Current Year

The May Revision inchudes an overall expenditure decrease of $5.5 million

($2.9 million General Fund). This expenditure decrease is due primarily to lower
than anticipated caseload growth i Sta e-only funded children. The Healthy
Families Prograrm (HFP) is expected to serve a total of 668,000 children by June 30,
2003, which is consistent with the caseload anticipated intho Governor's Budget.
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Budget Year

The May Revision projects overall expenditures to decrease by $15.2 million
{($182.7 million General Fund) below the level anticipated in the Qovernor's Budget.
The securitization of the rernaining Tobacco Settiernent Fund revenues has been
deferred, which results in an increase of $173.4 million Tobacco Setilernent Fund
revenises and a corresponding decrease of $173.4 million General Fund. Also, there
is a lower rate of casalosd growth in the program. The HFP is expected to serve a
total of 727,000 children by June 30, 2004, which is 42,000 children Less than the
caseload projected in the Governor's Budget.

Since the beginning of this Adrninistration, children's caseioad within the HFP has
grown from 50,000 tc an expected 727,000 children by the end df June 30, 2004,
for an increase of 677,000 children, or 1,354 percent. Additionally, expenditures for
the program have grown from a total of $59.4 million ($15.6 million Cieneral Fund)
in fisca! year 1998-92 to an expected $794.5 million ($294.3 million State Funds) in
fiscal year 2003.04, or 1,786 percent.

ﬁﬁﬁhh}f Families Program

Froviding bealth care coverage to uninsured children remains a high priority for

this Administration. A total of 688,000 children are expecied o be enrolled in the
Healthy Families Program (HFP) by the end d June 2003. &t is expected that by
June 30, 2004. a total df 727,000 children will be provided low-cost, comprehensive
heaslth care coverage through the HFP. See Figure HHS-Z.

Fugure HHS-2
Managed Risk Medical Insurance Board

Healthy Families Program
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The Nay Revision: continues funding to facilitate the enroliment and eligibility of
uninsured children into the HMFP, as follows:

¢ $3.7 million ($1.3million State Funds) to fund two-months of HFP efigibility to
ensure coverage during the transition to Medi-Cal.

+  $3.1million ($1.3million Stare Funds) for additional caseload resulting from
implernentation of the Child Health and Disability Prevention Gateway Program.

Access For Infants And Mothers Program

Carrent Year

Average monthly encoliment in the Access for Infants and Mothers program is
expected to reach 10,606 women and infants, compared t0 10,213as originally
egtirnated in January. This represents a 3.8 percent incresse. Current.year General
Fund expenditures are expected to increase by $1&2,060, due to higher than
anticipated enroliment of children In the program. However, net expenditures are
expected to decrease by $243,000, due to lower than anticipated enroliment of
mothers in the program.

Budget Year

Average monthly enrofiment IS expecied to reach 13,119women and infants,
compared to 12,314 as originaily estimated in January. This represents an increase
of 6.5 percent. Budget year expenditures will be increased by $1,516,000 ($647,000
General Fund) due to greater than anticipated envollment of infants in the program
arid an increase in the average mosrthly capitation rates.

The budget for this progiam has increased from $41.7 milfion ($37.5 million
Perinatal Insurance Fund} in 1998-99to $119 mikion ($97 million Perinatal
insurance Fund) in 2003304 for a total increase of $77.3 million, or 185 percent.
Since 1998.99, average monthly enroliment has grown from 5,549 women and
infants to an expected 13,119women and infants in 2003-04, or an increase of
16 percent.

Department of Developmental Services

2002-03 $89.3 million
2003-04 $218.1 million
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Developmental Centers

Corrent Year
The May Revision includes a net reduction of $7.4 million General Fund as the result

%

L2

of the following:

Developmental Center Case vad—A $2.4 million General Fund decrease
resulting from a decrease of 78 consumers in the estimated caseload.

Bay Area Froject--$5 million General Fund one-time savings which will be
reappropriated forthe Bay Area Project in 2003-04 to facilitate the transition of
consumers from Agnews Developmental Center to new settings.

Badget Year
The May Revision includes an increase of $25.3 million ($10.7 miilion General Fund)
primarily as the result of the following:

Intermediate Care Facility for the Developmentally Disabled (1CF-DD)
Guality Assurance Fee—A $29.7 million ($17.4 million General Fund) increase
reflecting the impact of the ICF-DD Guality Assurance Fee proposal.

Elrnination of Optional Medi-Cal benefits—$7.2 million General Fund
increase and an equivalent decrease in reimbursements reflecting the impact of
the proposai to efiminate Medi-Cal optional benefits.

Medi-Cal Base Funding Adjustment—A $10.4 million General Fund reduction
and an equivalent increase in reimbursements as a result of the annual
adjustrnent af the Medi-Cai base funding.

Developmental Center Caseload—$5.7 million ($3.7 million General Fund)
decrease resulting from a decrease of 70 consumers in the estimated caseload.

in Re Flop hearings—a $323,000 increase to fund 5.0limited-term Positions
related to workload required under the in Re Hop decision.

Life Services Alternative Project—A $1 million increase in Reimbursements
from Regional Centers (RC) to provide tip to six months of temporary help

in order to train corarmunity providers in the specificneeds of consumers
transitioned from Agnews Developrmental Center.
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E&ﬁgﬁ@ﬁai Centers

Cierent. Year :
The May Revision includesa net increase of $45.4 million ($9.3 million General
Fund) prirnarily as a result of the following:

+ RC Cazeload-—A decrease of $1.6 millionGeneral Fund for an estimated
decrease of 1,440consumers.

+ Increased Purchase of Services —A $46.5 million General Fund increase
based on increased utiization and an inability to effectuate the $52 miilion
unallecated General Fund reduction authorized by the Legislature for 200203,

+ Enhancing Federal Financial Participation A decrease of $11.3million in
federal funds, and corresponding increase in General Fund, due to an inability to
retroactively bill for Targeted Case Managernent at a recalculated rate.

+ Decrease in Retmbursements—A 342 million decrease in reimbursements,
and corresponding increase in General Fund, due to South Central Los Angeles
Regional Center's inability to qualify for federal funds, and a decrease in the
amount of additional Title XX that can be transferred from the Department of
Social Services{Iy55).

Budget Year

The RC population is not projected to increase above the 193,100clients estimated
inthe Governor's Budget. Although reduced, the Budget cortinues 10 assume
savings will be achieved through the implermentation of various cost saving
measures as previously praposed. The Administration looks forward to working with
the Legislature to accomplish savings in this area. The May Revision includes a net
increase of $74.3 million ($204.1 million General Fund) primarily as the result of the
following significant changes:

» Increased Operations—The May Revision proposes a net $2.1 million increase
in Regional Center Operations. Projected changes in the severity of the caselcad,
an augmentation for Cormmunity Placernent Plan activities, and a technical
correction to the estimated number of monthly intakes results in an increase of
513 million. This increase & offset by a %10.2 million reduction to be achieved
through the restructuring of caseload ratios in @ manner similar to that proposed
by providers.

+ Incressed Purchase of Services—A net $187.1 million General Fund increase
primarily due to:
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< $30.7 million for the delayed implementation of Statewide Standards (The

Adrninistration will work collaboratively with the Legisiature to achieve
savings in the Regicral Center Systern).

< 547.9 million for increased base costs as adjusted for actual expenditures
< $47.7 million for the proposed elirnination of optional Medi-Cal benefits.

¢ $28.8 million for increased wutilization of services.
< $27.1 million for increased Cormrnunity Placement Plan costs

< £4.8 million prirnarily Fr increases in provider costs and new facility rates
that are ternporarily ineiigible for federal financial participation until licensure
is received.

Decreased Federal Reimbursements—~A $107.7 million decrease in federal
reimbursements and a cormmensurate General Fund increase due to the non-
certification of South Central Los Angeles Regional Center, decrease in Targeted
Case Management as a result of the proposed aperations staffing reduction, and
a decrease in the amount of additional Title XX that can be transferred from the
DES.

Habiiitation Services Program (HSP) Transfer—The Legisiature passed and
the Governor signed Chapter 7, Statutes of 2003, First Extraordinary Session
{SB 24X), which transfers the HEF from the Department of Rehabilitation (DOR)
to the Department of Developrnental Services effectiveJuly 1,2004. All df the
resources requested in the Mid-Year Revision to transfer the program July 1,
2003, are reversed, including the $114.7 million General Fund transfesrad fram
the DQR forlocal programs.

Parental Co-Payments—The May Revision alsc assumes a decrease in the
projected revenues Fr the proposed Parental Co-Payment. A $14.7 million
decrease i the General Fund revenues estimated in the Governor's Budget is
assumed due to delayed imnplernentation of the Co-Payment proposal.
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Department of Rehabilitation

2002-03 -$6.4 million
2003-04 $105.8 million

Cuorvent Year

The May Revision reflacts a net General Fund savings of $6.4 million. Significant
adiustments include: (1) savings of $838,000 in the Vocational Rehabilitation
Program (VRP) resulting from an estimated decrease in caseload, (£) savings of
§7.1 million in the Habilitation Services Program (HSP) attributable to a projected
decline in caseload, and (3) costs of $1.5 million In the Work Activity Program arnd
Supparted Employment Program resulting from the erosion of savings from the
proposed 3 percent provider rate reduction.

Budget Year
The May Revision reflects a net General Fund increase of $105.8 million in 2003-04,
comprised of the following:

Caseload Projections—Revised projections for both the VRP and MSP reflect an
increase in caseload. However, the VRP caseload reduction is offset by a higher cost
to serve clients resulling In costs of $556 000 General Fund. Additionally, savings
in the HEP are greater because of an increase in the Home and Cormmunity-Based
Waiver reimbursements for total General Fund savings of $12.3 milfion. Further,
$594,000 of the projected General Fund savings from the proposed rate reduction
will not raterialize.

Technical Adiustments to Implement HEP Tiansfer—The 2003-04 Governor's
Budget Ploposed to transfer the HSP 1o the Department of Developmental Services
(his) effectivedudy |, 2003. The transfer would achieve administrative efficiencies
and an estimated riel reduction of 11 positions and net General Fund savings of
$1.5 million. Chapter 7, Statutes of 2003, first Extraordinary Session, delayed the
HSP transfer by one year, making it effectiveJuly 1, 2004, but neither restored the
positions of funding necessary to administer this program in the budget year, nor
adjusted the departments’ budgets accordingly. The May Revision proposes the
restoration of the MSP funding within the DOR by: (1) adding 29.3 positions and
$2.2 rmiltien General Fund for support, and (2) $114.7 million General Fund foriocal
assistance. Conforming actions are being made inthe DDS budget.
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ezifi of Mental H@a}ih

200203 ~%7.1 million
2003-04 ~%7.9 million

éaﬁgm’férm Care/State Hospitals

Carrent Year

The May Revision includes $7.1 million in General Fund reductions in long-term
care, primarily as the result of a new methodology forestimating state hospital
poputation. The revised state hospital population estimate is based on additionai
data on the number of patients in the first nine months of 2002-03 that were niot
available in the Fall. The General Fund reductions are comprised of the following:

¢+ State Hospital Population-—The May Revision projects a state hospital caseload
reduction of 127 judicially-committed/Penal Code patients from the level in the
Governor's Budget, resulting in a current year savings of $8.2 rmillion General
Fund. Caseload is expected to decline from 4,552 patients to 4,425 patients.
This decline in caseload will result in the elimination of 82.7 positions (786
personnel years).

+  Sexually Violent Predator (SVP) Evaluations—A General Fund increase of

%1.1 million is proposed to fund additional evaluations of 5¥Ps i be perforrned
by private contractors.

Budget Year

Funding forlong-terrn care and state hospitals is anticipated to decrease by
£9.% million General Fund, This revised estimate is based on an additional
nine months of data with which to estimate the number of patients and a

new methodology to estimate operating expenses and equipment. Significant
adjustrnents are as follows:

+ State Hospital Population—A reduction o 213 positions (202.4 personnel
years) and a savings of $17.1 million ($11.5 million General Fund savilgs)
reflects a net reduction of 23 judicially-committed/Penai Code patients and 90
conanty-funded patients below the Governer's Budget. The budget year census is
projected to decrease from 4,640 patients to 4,457 patients.

¢ Delay Activation of Coalinga State Hospital--~A reduction of 33.3 positions

{(31.6 personnel years) and a savings d $2 million General Fund reflects a four-
mornth delay and a revised estimate of January 2005 for facility activation.
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¢ SVP Evaluations—A Gengral Fund increase of $2 million is proposed to fund
additional evaluations of SVP: . This increase will fund additional evaluations to
be performed by private contractors, as well as additional costs for evaluator
festinmony.

The Administration will also request two pieces of trailer bill language to insure
public safety and clarify the State‘s fiscal obligation to provide commiunity
treativient programs for SVP patients. First, proposed lenguage wil enhance
the sentence for conviction of a felony comimitted by SV patients while under
supervision and treatment In a conditional release program. Second language
proposed WIll restrict placement in a conditional release program to those

SVP patients who do net require extraordinary measures of supervision and
treatment lo prevent further sexually viglent behavior.

Cémmuﬁi&y Mem&i.ﬂéaith Services

Corrent Year
The May Revision includes no General Fund adjustiments in 2002-03 for community
menial health services, However, a technical change is proposed to the General

Fund budgeted within the Department of Health Services for mental health services.

+ Early and Periodic Soreening, Diagnosis, and Treatment (EPSDT) Estimate
Validation—7The May Revision includes a reduction of $4.6 million ($2.3 million
General Fund savings within the Department of Health Services [DHS] budgety
to reflect 2 technical correction in expenditures based on statistical validation
of the estimating methodology. There is no reduction in services as a result of
this change.

Budget Year

+ Realignment—The Governor's Budget proposed to preserve critical programs
by trensferring responsibility to counties and dedicating a revenue stream to
support the additional local financial obligations. The revised Realignmert
proposal for the budget yeer continues to include the Children’s Systern of Care
{520 million) and Integrated Services for Homeless (355 million) programs
because counties currently administer these programs and can easily assume
program responsibiiities. The Administration will continue to work ccliaboratively
with the Legislature to resolve issues relating to revenue allocation, allowing
counties t& shift funds among programs, and the nature of continuing Stare
oversight of the realigmed programs.
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The May Revision includes a 1.6 million General Fund tncrease in 2003-04 for
community mentai health services compared to the January CGeovernor’s Budget,
comprised primarily of the follewing significant adjustments:

+ EPSDT Accrual to (ash Accounting—Funding for the EPSDT program is
proposed {0 decrease by $208.2 million ($115.7 million General Fund within
the D& budget) to reflect the change from an accrual to cash aceounting
methodology far Medi-Cal services. There is no raduction in services as a result
of this change.

« EPEDT Estimate Validation—The May Revision includes a reduction of
$11.6 million (5.5 millien General Fund savings within the BHS budget)
reflect a technical correction in expenditures based on statistical validation of

the estimating methodology. There Is no reduction in services as a resuit of this
change.

+ Managed Care Adjustment—Funding for Mental Health Managed Care is
proposed ta increase by a net $9.8 million (4.9 million General Fund) to reflect
forgone savings from the proposed 11 percent across-the-board reduction in
2003-04 and & reduction in Medi-Cal beneficiaries. Department operations will
also decrease by $5 million ($1.3 million General Fund) as a result of a revision

to the federal regudations delaying the implementation of External Quality
Reviews.

+ Community Services Activities—CGeneral Fund savings of $2 million is
proposed to reflect the elimination of various cormmunity services activities,
inciuding Funding for Sacramento County, rehabilitation services, and grants to
communily organizations.

E)@partmém of Aleohol and Drug Pregrams

2002-03 %48 million
2003-04 $227.5 million

Current Year

General Fund costs for the Department of Alcohol and Drug Programs (RADP) will
increase by $4.8 million, reflecting an increase of 1,809 in estimated Drug Medi-Cat
caseload and higher rates paid for services.
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+ Regular Drug Medi-Cal— Caseload is expected to be 1.9 percent higher than
projec ted in the Governor's Budget. Costs will increase by $4.6 million Generai
Fung, or 2.5 percent, above the Ciovernor's Budget.

« Perinatal Drug Medi-Cal— Caseload s estimated to decrease by 15.8percent,
or 1,225 clients from the Governor's Budget. Costs, however, are expected to
increase by $178,000 General Fund, or 8.23 percent.

Budget Year
Gieneral Fund coests are estirnated to increase by $239 million for ?he following
FERBONE:

+ Defer Realignment—The alcohol and drug programs, originally a part of
realigranent, are proposed 10 be reinstated in the budget and are no longer
being considered for realigriment in 2003-04. Realignment remains a crucial
compenent of structural reform. However, 1o provide mo e time for legislative
consideration, the majority of the Administration’s January realignmernt propossal
is being deferred to the remainder of this legislative session for implementation
in 2004-05. Thus, fundingwas restored ($230.3 milion General Fund} for local
alcohol and drug programs, drug court programs, and State operations to
refiect the deferral o the original realignment proposal.

+ Regular Drug Medi-Cal—The estimated caseload for Regular Drug Medi-Cal
will iIncrease by 8,128 dients, or 6.4 percent, above the Governor's Budget.
Costs are expectied to increase by $5.6 million General Fund. The increase
in expenditures reflects a technical correction in estimate methodology,
which undercounted the Genera! Fund cost of the minor consent program,
Additionally, overall costs are also expected te increase due to higher average
costs.

e Perinatal Drug Medi-Cal-—Caseload is projected to increase 13.4percent, or
approximately 845 clients, above the Jovernor's Budget. Costs are expected to
increase ky $111,000 General Fund, for up<ated population and an increase in
the average cost of services.

¢ Annualized Funding for Drug Court Partnership Program-— One-time

savings in the Drug Court Partnership Program were captured for 2002-03, and
restoration of the annual funding level was made contingent upon the courts
dernonstrating savings through avoidance of prison days. Outceme data for the
restructured Drug court Partnership Program revealed aimost 80,000 prison
days avoided, resulting in estimated General fund savings of $10.6 million. A
3 nilllion General Fund augrnentation is requested to restore the annualized
funding and maintain the prison savings.
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General Fund Reductions

Due to the State's fiscal outlook, the May Revision proposes to reduce discretionary
alcohol and other drug services, excluding perinatal programs, by $11.5 miliion
General Fund, and fund the Departiment at the Substance Abuse Frevention and
Treatment Block Grant Maintenance-of-Effort requirement.

Department of Social Services

2002-03 ' £40.9 million
2003-04 $2.5 billion (Reflects deferal of realignmen?proposal)
CalWORKs

The 206203 average monthly CalWORKs caseload of 482,000 represents a

39 percent decrease fram 2001-02. For 2003-04, the caseload is expected 1o be
471,000, 46,000 below the Governor's Budge? projection and a 2.2 percent decrease
from the 26:02-03 projection.

The May Revision continues i meet the federally-recuired combined State and
county Tempaorary Assistance for Needy Families (TANF) maintenance-of-effort
{MOE). For 2002-03 and 200304, the MOE will be met at $2.7 billion. For 2002-03,
total CalWORKs-related expenditures are estimaced to be $7.2 billion including

the transfer to the Department of Education (SDE. for child care and county
expenditures. For 2003-04, total CalWORKs related expenditures are anticipated to
be 7.0 billion.

Major General Fund and TANF Block Grant changes proposed for 2002-03 include:

¢ Assistance Payments—A $307.3 million decrease due to lower than projected
caseioad. based on more current data refiecting that caselcad has continued
to decline, rather than fiatten as originally projected. This i partially offset by a
loss of time-limit savings attributable to fewer cases than previously estimated
reaching the 50-month CalWORKs time limit.

¢ Employment Services—An $83.3 million increase due to fewer cases than
previously estimated reaching the 80-month CaiWORKs time limit and an
increase in county performance incentive funds carried over from prior years

+ Child Care—A $73.3 million increase for CalWWORIKs child care due to a higher
cost per child, fewer cases reaching the 60-month CalWORKs time limit, and a
lower estimate of savings atiributabie to the discontinuance of retroactive child
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care paymenis. Funding has already been transferred to Stage One from the
Child Care Reserve to address the majority of this increase.

Major changes proposed for 2003-04 include:

+ Assistance Payments—A $940.1 million decrease as a result of assessing
counties a 30 percent share of Cal'W(IRKs grant COStS, as discussed in the
Realignment section below, and a projected decrease in caseload, partially offset
by a $229.3 million increase to reflect the resteration of the grant reduction
proposed in the Governor's Budget.

» Employment Services—An $84.6 million decrease in the one-time augmenta-
tion to CalWORKs employment services proposed in the Governor's Budget, to
make funds a ailable t reverse the proposal to reduce CalWORKs grants. effec-
tive July 1, 2003

+ Total TANF Block Grant Reserve —A $74.3 million increase inthe Total TANF
Block Urant reserve for contingencies, making the total reserve $331.6 million.
This funding will be available for unanticipated needs in ary program for which
TANMF funds are appropriated, including CalWORKSs benefits, employment
services, county adrrinistration, and child care: as well as litigation and changes
in federal laws and regulations. The funding to increase this reserve has been
redirected from decreases in expenditures due to the lower caseload estimate.

CalWORKSs Child Care

The May Revision reflects a decrease of $27.4 million for CalWORKs Stage One
child care administered by the Departrnent of Social Services (IDS8) in 2003-04.
This decrease is due primarily to child care reforms, including a reduction in
refmbursement rate cellings for licensed providers, elimination of services for certain
grandfathered farnilies, and implementation of a modified fee schedule.

Ie aidition, the May Revision reflects an increase of $1%%.3 million for CalwORKs
child care administered by the SDE. Of this amount, $38.3 million is an increase in
Stage 2 child care due to fewer child care cases than previously estimated reaching
the 60-month CalWRKs time iimit, and $157 million to enable a ke amount of
Child Care and Development Block Grant funding to be used to augment Stage 3
child care.
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Si:@pﬁﬁm.ema} .Securiﬁ;jf Kn@@m@fSiate Supplementary ?ayﬁmm
(SSL/85F) Program

Total General Fund expenditures for the SSI/SSP prograrn are $3 billion in both
2002-Q3 and 2003-04, which represents increases. of $8.7 million in the current
vear and $674.6 million in the budget year, compared to the Governor's Budget.
Caseload for the SSI/SSP program is projected at 1,128,000 recipients in 2002-03,
and 1,151,000 recipients in 2003-04. Significant General Fund adjustments include:

« An increase of $441.6 million General Fund in 2003-04 to restore the grant
reduction proposed inthe Governor’s Budget, while maintaining the proposal to
suspend the State-only COLA,

+ Increases of $8.7 million General Fund in 2002-03 and $12.2 million General
Fund in 2003-04, due to higher than anticipated caseload growth and a higher
average grant in the S8i/SSP program. The year-to-year caseload growth is
projected at approximately 2 percent.

In-Home Supportive Services (IH3S)

General Fund expenditures for the HSS program are above the levels reflected in
the Governor's Budget by $15.8 million in the current year and $1.2 billion in the
budget year. Caseload B projected to be 302,000 recipients in 2002-03 and 328,000
in 2003-04. Of the total increase, 51.2 billion is to restore State funding for &S
previously proposed for realignrment in the 2003-04 Governor's Budget. Other
significant General Fund adjustments include:

+ increases of $29 million General Fund in the current year and $46.7 million
General Fund in the budget vear due to the higher caseload estimate, higher
wages for IHSS providers, and insreased average number of service hours in
Los Angeles County.

+ A decrease of $13.2 million in 2002-03 and $19 million in 2003-04 due to the
availability of increased federal Title XX fundingto offset General Fund costs for
eligible recipients.

Foster Care

General Fund expenditures will increase by $64.5million in the current year, due
primarily to a $53.6 million reduction in Title IV-E funds for reiative Foster Care
providers that were ot approved in accordance with federal requirements. The
rernaining General Fund increase i due to net increases in caseload and average
grant payments.
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Fer the budget year, the May Revision reflects an increase of $259.5 million,

due primarily to the restoration of $246.1 million in State funding as a resuit of
the revised cost-sharing ratios for Foster Care included in the Administration’s
madified Realignment proposal for 2003-04. included in the budget year increase
is-$13.4 million due t© an icrease in grant costs for Group Homes, a decrease In
federally eligible children in Foster Family Homes, and caseload growth,

Healignmeni

State General Funds for a number of social services programs originally inchaded in
the Realignmend proposal, are proposed to be reinstated or partislly reinstated inthe
budget. Reslignment remains a crucial component of stiuctural reform. However, to
provide more time for legislative consideration, the majority of the Administration’s
January Realignment preposal is being deferred to the remainder of this legislative
session for implernentation in 2004-05,

¢+ CalWORKs Assistance Payments—A decrease 0f $782.3 millien reflects the
nchision of CalWORKs Assistance Payments in the Administration’s modified
Realignment proposal for 2003-04. This proposal increases the county share-of-
cost for CalWORKs Assistance Payments from 2.5 percent to 30 percent.

+ CalWORKs Administration and Employment Services—An increase of
$194.4 million is included to partially restore State funding for CalWORKs
Administeation and Employrment Services praposed for realignment in the
2003-04 Governor's Budget. The modified Realignment proposal assumes

a 30 percent county share-of-cest, while the Covernor‘sBudget assumed a
B percent county share,

e (Child Welfare Services {(CWS)—An increase of $398.9 million is included to
partially restore State funding for CWS proposed for realignment in the 2003-04
Governor's Budget. The modified Realignment proposal assurnes a 50 percent
county share-of-eost, while the Governor's Budget assumed a 100 percent
county share.

¢ Child Abuse Prevention, Intervention, and Treatment {CAPIT) Program—Asn
increase of $1 million is included to partially restore State funding for the CAPIT
program, which was proposed for realignment in the 2003-04 Governor's
Budget. This amount reflects the statutorily-required appropriation to the Stale
Children’s Trust Fund to support innovative services contracts to develop chiid-
centered approaches geared toward the prevention of child abuse and neglect.

« Foster Care Grants—An increase of $222.8 million is included to partially
restore State funcding for Foster Care Grants proposed for realignment in the
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| 2003-G4 Governor's Budget. The modified Realignment proposal assumes
an &0 percent county share-of-cost, while the Governior's Budget assumed a
100 percent county share.

¢ Foster Care Administration—An increase of $23.2 million is included to
partially restore State funding for Foster Care Administration proposed for
realignment in the 2003-04 Governor's Budget. The modified Realignment
proposal assumes a 50 percent county share-of-cost, while the Covernor's
Budget assumed a 130 percent county share.

The May Revision proposes to fullyrestore funding for the following programs
originally proposed for realignment in the Governor's Budget.

+ Adoption Assistance Program-—An increase of $217 million to restore State
funding for the Adoption Assistante Program.

¢« Kinship Guardianship Assistance Program (Kin-GAP)--An increase of
$18.6 million to restore State funding for Kin-GAP,

+ California Feod Assistance Program {CFAP)—An increase of $11.2 million to
restore State funding for the TFAP.

+ {ash Assistance Program for Immigrants (CAPI}—An increase of
595.3 million to restore State funding for the CAPL

+ IHSS5-—Ar increase of $1.2 billion to restore State funding for IHSS, including
%1.1 billion foriHES and $84.9 million for adrninistration.

+ Food Stamp Administration~—An increase of $268.1 million to restore State
funding for Food Stamp Administration.

GCeneral Fund Reémeﬁiﬁm

Expenditures required for enrollment, caseload, and populatior: changes have
increased. Furthermore, the mid-year reductions proposed in January have not been
| fully enacted. These factors necessitate further adjustments to reduce or eliminate
| various programs included iri the January Governor's Budget. Accordingty, the
Administration IS proposing reductions as follows:

! + Count Additional Child Care Expenditures Toward the TANF MOE~—

' 557 million General Fund resuiting from counting a like amount of general
subsidized chiid care expenditures toward the federally-required MOE. This

l results in a $57 miliion: increase in TANF expenditures in order to maintain

CalWORKs program funding.
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& Offget CWS Costs with TANF Funds— $27 million General Fund in 2002-03
and $26 million General Fund in 2003-04 resulting from offsetting costs in the

CWS program achieved by transferring a like amount of TANF to the federal
Title XX Block Grant.

¢ Financing Adjusiment for CWS/Case Management System (CMB)
Computer Hardware—A decreasa of $7 mu lion to reflect the financing of a
$10.6 million hardware expenditure included in the Governor'’s Budget for the
CWS/CME. Under this proposal, the hardware will be financed over a period
of three years. The revised 2003-04 Budget alse includes a corresponding
reduction in expenditure authority from the Heath and Human Services Data
Center (MHASDC) Revolving Fund,

+ CWS/CMS Maintenance and Operations (MEQ)—A decrease df $4.9 million
to continue MED activities for the CWS/CMS. This reflects the net changes for
the renegotiated CWE/CMSE contract extension, increased support to conduct
competitive reprocurement for follow-on services, and the establishment of
8.0 State positions to support and inprove statewide CWS/CMS training. The
revised 2003-04 Budget also includes a corresponding reduction in HHSDC
expeanditure authority.

+ Remaove FBI Fingerprinting Exemptian —A decrease of $2.8 milfion to reflect
the removal of the FBI fingerprinting exemption for small licensed child care
providers (Fee-Exempt Live Scan). This proposal would create parity armong
large inon fee-exempt) and small (fee exernpt) providers.

Department of Child Sﬁg@pﬁrt Services

200203 ~&2.7 million
2003-04 %0.7 million
Crarrest Year

The May Revision includes a decrease of $2.7 miliion General Fund compared to
the Governor's Budget. This s prirmasily savings that results from additional federal
incentives of $3.2 million, which were partially offset by a $1.4 million increase in the
Alternative Federal Penalty. The increased incertives reflect improved performance
on federal child support program performance measures.
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Budget Year
The May Revision includes a net increase of $653,000 General Fund. comprised of
the Tollowing major adjustments:

# $1.8 million General Fund savings because of an anticipated increase in federal
incentives,

¢+ $1.5wmillion General Fund increase resulting from an estimated increase in the
Alternative Federal Penalty, based on estimated federal fiscal year (FFY) 2003
adrinistrative expenditures. The Alternative Federal Penalty levied against the
State each year is a percentage of the Child Support Program’s administrative
costs for the prior FFY.

& $834,000 General Fund reappropriated from the Budget Act of 2002 because
of delays in the procurernent of a vendor for the conversion of current county
consortia autornation systerms iNto a single statewide system. The systems are
oroposed For conversion i realize system efficiencies and reduce maintenance,
operations, and system enhancement casts.

Child Support collections are projected to be $2.3 billion in 2002-03 and $2.4 biilion
in 2003-04. Collections are expected to increase by $14.5 million. or 0.6 percent for

2002-03 and $46.6 million, or 2 percent for 2003-04, over the level projected in the
Governor's Budget,

Emergeﬁcy Medical Services Authority

2002.03 —
2003-04 $10.8 million

Budget Year

Restoration of the Emergency Medical Services Authority
(EMSA)

The 2003-04 Governor's Budget proposed the consolidation of the EM3A into the
Departrnent of Mealth Services (DHES) to improve the coordination of emergency
medical services policy with overall State health policy, and increase erganizational
and administrative efficiency through the consolidation of similar functions under
the DHE. The Administration has further evaluated EMSA's role in the development
of State emergency medical services policy, pariicularly in the area of the State’s
medical response to terrorist events, and has determined that EMSA would be
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more effective in the development and dissemnination of such policy as a stand-
alone eniily The May Revision proposes the restoration of the EMSA funding by
adding 46 6 positions and $10 & million General Fund for state operations and local
assistance. Conforming actions are proposed in the DHS budget.

Hospital Biolerrorism Preparedness Program

Public safety contiruss to be a high priority forthe Administration. The May
Revision includes an increase of $32.8 million in reimbursernents to implement a
faderal grany to prepare Caiifornia hospitals and other healthcare organizations for

a bioterrortsm attack. In the wake of the September 11 terrorist attacks and the
subsequent anthrax incidents, hospitals and emergency medical services providers
have expressed concern that California is unprepared for a bioterrorist event. This
fecieral grant funding provides an invaluable opportunity for hospitals and healthcare
providers 10 focus on bioterrorism and preparedness issues.

Department of Community Services and
Development

2002-03 $1.3 million
2003-04 e

R%téréﬁs}n of ¥ unﬁiﬁ-g and Positions in the Bépértniem of
Commmuuity Services and Development (DCSD)

The May Revision includes an increase of $77.6 million federal funds and
reimbursements and 56.6 positions in the DCSD to restore 50 percent of funding
and positions proposed foi transfer to the Department of Social Services (IDSS) as
part of the Administration's Mid-Year Spending Reduction plan. The revised Budget
for 2003-04 also includes a commensurate reduction in the D88, This restoration
is necessary due to the anticipated delay in the proposed consolidation from July 1,
2003 to January 1, 2004,

Restoration of Funding for Naturalization Services Program

The Administration’s Mid-Year Spending Reduction plan inchided a proposal to
revert $1.3 million in the Naturalization Services Program to the General Fund

in 2002-03. As there was no legislative action to approve this reversion, the May
Revision fuily restores these funds.
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Energy Resources Conservation
and Development Commission

2002-02 e
200304 —

ONMENT

The May Revision proposes the following reversion$, loan, and transfers to the
General Fund:

+ Revert to the General Fund $4.683 million appropriated in Chapter 8, Statutes
of 2001, First Extraordinary Session, for energy conservation Projects such
as dernand responsive building systerns, classroom outreach, and equipment
retrofit projects.

& Revert to the General Fund $2860,000 appropriated in Chapter 329, Statutes of
2000 far conservation and demand-side management prograims.

+ Loan $20.0 million Public Interest Research, Development, and Demonstration
Fund to the General Fund. The Public Irterest Energy Research {PIER} prograrm
provides grants @ public and private entities for energy research and develop-
ment projects such as energy efficiency, renewable energy, and energy systems
integration. Due to the long-term nature of the PIER research and development
projects, the proposed loan will address the current Gieneral Fund shortfall
without affecting the overali success of the PIER program. Therefore, PIER

expenditures are proposed for reduction and the resources loaned to the
General Fund.

+ Transfer of $1.288 rmillion Energy Technologies Research, Development and
Demonstration Account {ETAP) to the General Fond. Under ETAP, the California
Energy Commission offers grants and loans to public and private esnities for
energy conservation and efficiercy-retated research and development projects.
Today, ETAP pragrams are overshadowed by the Cornmission’s PIER program,
which supports similar research and development activities but on a much larger
scale ($62.5 million per year). Therefore, ETAP expenditures are proposed to be
reduced and fund reserves transferred to the General Fund o support other high
priority programs.

4 Transfer of $1.014 million Local Government Geothermal Resources
Developrnent Account to the General Fund. The Geothermal Program offers
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grants and loans 10 Jocal jurisdictions and private entities for geothermal-related
research and development projects. Federal geothermal royalty payments
support the program, and the payments may be used for any purpose..
Therefore, we are proposing that program expenditures be reduced and the
funds transferred 1o the General Fund to support other high priornity programs.

Department of Conservation

2002-03 e
2003-04 e

General Fund Loan

The May Revision reflects a net increase of $44 milion in combined current

and budget vear loans o the General Fund from various recycling funds. The
cirrent year budget authorizes & loan of $218 million to the General Fund from

thie Beverage Container Recycling Fund. The Governor's Budget for 2003-04 also
proposes an additional loan from that fund of $80 million. Based on revised cash
fow projections for the Beverage Container Recycling Fund, it is projected that the
fund will have insufficiert cash to achieve the full amount of these loans. Therefore,
loan transfers to the General Fund will be down $30 million in the current year and
$10 million in the budget year. However, there will be significant balances in both
the Glass Processing Fee Account and the Plastic Processing Fee Account available
in the budget vear. After selling aside a prudent five percent reserve in each of these
ageounts, an additional loan to the General Fund of $84 million is proposed in the
May Revision for 2003-04,

Department of Water Resources
2002-03 —
2003-04 ~$4.7 million

Dam Safety Fees

The May Revision preposes to reduce General Fund support for the 'Darn Safety
Program by $4.7 million and replace these funds with fees. The Department of
Water Resources' Darn Safety Program inspects and evaluates the structural

integrity of darns throughout the state. The General Fund is currently responsible for
funding approximately 70 percent of this program. with the remaining 30 percent
funded from existing fees on darn owners. This proposal will increase dam safety
fees to offset maost of the General Fund expenditures for the Darn Safety Program,
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resulting in $4.7 million of General Fund savings. However, this fee increase will not
apply to owners of smaller darns or farms and ranches.

Public Utilities Commission
2002-03 e
2003-04 —

The May Revision proposes a $136.0 million loan from the California Teleconnect
Fund Adrministrative Committes Fund to the General Fund. The California
Teleconnect Fund Program Offersdiscounts on telecornmunications services, such
as business lines and broadiand services, to qualifying schools, libraries, hospitais,
and cornmunity-based organizations. However, the program has heen underutifized,
due in part, t0 a competing federal program that offers similar discounts on
telecommunications services. As a result, $136.0 million can be loaned to the
General Fund with no prograrnmatic impact.

The May Revision also propases an increase of $1.92 million Public Utiities
Comrrission {PUC) Utilities Reimbursement Account for expert witnesses to assist
PUC with defense of the Pacific Gas & Electric (PGEE) v. Loretta Lynch et al lawsuit.
if won by PGGE, this lawsuit could allow the utility to raise electricity rates to collect
between $3.0 billion and $8.0 killion From ratepayers.

ENERAL GOVERNMENT

Secretary of State

2002-03 52.2 million
2003-04 e

The May Revision includes $1.1 million for increased postage costs for the Movernber
ballot and te redesign and printing of Voter Registration Cards. In addition, $1.1million
is proposed for payment of federal couri-awarded attorney fees against the Secretary
of State related to the decertifications of specific punch-card voting systems.
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Depariment of Veterans Affairs

Headguarters
2002-03 -
2003-04 $1.9 million

‘MEMay Revision proposes an augmentation of $1.9 million and 28 positions,
including the transfer of $1.7 million and 27 positions from the Yountville Home’s
budget to shift central service position authority and funding to Headquarters. The
rernaining position and $161,000 will provide for a new Dlrector of Medical Services
1o provide medical oversight for all three homes.

Yountville Home

2002-03 $4.4 million
200304 ~%1.8 milion

Cuarrent Yeas
The May Revision includes $4.4 million General Fund due to a shortfall in
refrnbursements in the current year for the Yountville Home.,

Budget Year

The May Revision proposes a reduction of $1.8 million General Fund, a reduction

in Medicare/Medi-Cal reimbursement coflections of $3.2million, an increase of
5880,000 federal funds, and a reduction of &0 positions. These changes are due

to an increase in the United States Departrment of Veterans Affairs (UISDVA) per
diem rate and a reorganization: of the Yountville Home, including the downsizing of
Holderman Hospital, the transfer of 27 central services positions to Headguarters,
the consoclidation of the business office, and the realignment of both the urgent care
and the ammbuistory care clinics.

Barstow Home

2002-03 $1.1 mitlion
2003-04 ~$1.8 million

Corrent Year

The May Revision inciudes $1.1million General Fund for current-year ranspor-
tation, nursing regisiry, and security costs associated with closure of the Skilied
Nursing Facility at the Barsiow Home.
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The May Revision proposes a reduction of $1.8 million General Fund, a reduction
in reimbursernent collections of $2 million, and a reduction in federal funds of

$1 & million due to the closure of the Skilied Nursing Facility at the Barstow Home.

Chula Vista Home

2002-03 .
2003-04 $22.000

The May Revision proposes a $22,000 increase in General Fund, a $1.3 million
increase in reimbursements, and a $1millicn increase infederal funds. These
changes are due to an increase in the {ISD¥VA per diem rate, an increase in the
budgeted census levei related to the closure of the Skilled Mursing Facility at the
Rarstow Home, and increased Medicare/Medi-Cal relmbursement and USDVA per
diem rate collections resulting from the conversion of the Intermediate Care Facility
to a Skilled Nursing Facility.

Employment Development Department
2002-03 -
2003-04 e

The May Revision pravides for several changes to Employment Development
Departrnent (EDD) programs that are primarily federaily funded. Highlights of
significant changes are described below,

Unemployment and Disability Insurance

Current Year

The May Revision includes increased benefits of $1.6 billion for the Unemployment
Insurance (U1 and Disability Insurance (3) programs. The projected increase

in benefit pavments IS associated with statistory changes to the weekly benefit
amiounts in both programs. Additionally, the sluggish economy continues to impact
emplayment levels, leading i increased ciabm activity in the {& program.

Budget Year

The May Revisionincludes a 51.4 hillier increase for {1 and a $66.2 million increase
for L3 benefits in 2003-04. The projected increases are due to a higher level of
unermnployment claims and increased claim duration in both programs. in addition to
these benefit adiustments, the May Revision proposes the feliowing augmentations:
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+ An increase of 103 personnel vears and $13.6 million to implement the Family
Temporary Disability Insurance Program authorized by Chapter 901, Statutes
of 2002 (SB 1661). This program will provide temporary financial assistance to
individuais who take leave from work to care for & sick or injured farily member
or for the birth, adoption, or foster care placement of a new child.

+ An increase of 43.7 parsonnet years and $3 million to perform fraud prevention
activities in the (H program.

& An sugmentation of $0.6 million for the Treasury Offset Program, which will
generate $14.3 million in new General Fund revenue from tax collections and
transfers.

Workforce Investment Act Programs

Budges Year

The May Revision reflects a reduction of $88.9 millicn in federal Workforce
Irvestment Act funds. OF this amount, $66.6 million will be reduced from local
assistance programs for adult employment and training, youth activities, and
distocated workers. The state operations reduction of $22.3 million will affect
programs supported by 25 percent Rapid Response funds and 15percent Governor's
Diiscretionary funds.

Office of Emergency Services
2002-03 i
2003-04 $663,000

The May Revision proposes to restore $663,000 in local assistance General Fund
for the Disaster Service Worker's Volunteer Program , which provides worker's
compenssiion coverage 1o registered disaster service worker volunteers who are
irjured while performing disaster-related activities.

Department of Food and Agrienliure
2002-03 —
2003-04 e

Exotic MNewcastle Disease-—An additional $34.6 million in federal funds is
proposed to detect, contain, and eradicate the Exotic Newcastie Disease which is
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a highly contagious disease that affects poultry food production, infects most bird
species, has the abrlity to spread rapidly, and has a high fatality rate.

California Arts Couneil
2002-03 —
2003-04 -%5.5 million

Due to the continuing deterioration of the State's fiscal cutloek, the May Revision
proposes reductions totaling $5.5 million in General Fund for the California Arts
Counctt, bringing total reductions to the Arts Council to $14 million, including:

State Operations— $532,000 and 18 positions for state eperations. This reduction
would retain $317,000 for the Arts in Education Program, $227,000 in the
Performing Arts Program, and $8%6,000 for the Organizational Support Grants
Frograrm,

Local Assistance-—$%5 million for local assistance projects and grant prograrns
This recuction would retain $1.6 miilion for the Arts in Education Program,

$1.6 million for the Organizational Support Grants Program, $300,000 Fa the
Performing Arts Program, and $1.5 million for the Cultural institutions Program.

Reimbursable State Mandated
Local Programs (Nou-Education)

2002-03 e
2003-04 ~$5,000

The Budget Act of 2002 deferred payment for non-education mandate obligations
from prior years as wei} as the 2002-03 costs of those mandates. The 2003-04
Governor's Budget proposed to continue the deferral of mandates payments,
preserving the obiigation of local governiments to provide the mandated activities
aswell as the obligation df the State to reimburse those entities in the future, with
interest.

The May Revision proposes the suspension of 34 mandates and the repeal of one
mandate. The mandate proposed for repeal, related to the Open Meetings Act
{Chapter 6841, Statutes of 19863, requires local entities to post agendas egarding
kems to be considered at meetings, asweil as the time and location of the meatings.
This mandate requires incal gavernments to perform activities that any responsible
public agency should perform without being mandated to do S0, and retaining it
would continue the State's obligation to pay the cost. Mandates such as this result in
additional Genera! Fund costs without producing a significant benefit to the State.
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This action would reduce the annual obligation for non-education mandates
by approximately $32.9 million. The State's total estimated obligation for non-
education mandates through 2003-04 would be reduced to approximately
$876.3 million. The estimated deferred obligation in 2003-04 alone for non-
education mandates would be reduced to approximately $162.6 million.

H is the Administration’s Intention (o draft the statitory changes necessary (o
repeal 27 of the 34 mandates proposed for suspension in this proposal during the
development of the 2004-05 Governor's Budget.

State Retirement Contributions

S.ﬁ@piém@mai Benefits Maintenance Account
2002-03 e
2003-04 $3.5 million

Gereral Fund contributions to the State Teachers' Retirernent System (STRS)
Supplernental Benefits Maintenance Account (SBMA) for purchasing power
protection Will increase by $3.5 million far 2003-04 (from $55.4 million to

$58.9 million). This is due to a recalculation of 2001-02 fiscal year teacher payroll,
which is the basis for the statuiory formula. Normally, this would resudt in a total
contribution of $558.9 million, but for the 2003-04 fiscal year only, the contribution
o the SBMA is reduced by $500 million pursuant to the enactiment of Chapter 6,
Statutes of 2003, First Extracrdinary Session {SB 20X). This results in no reduction
#» benefits for retired teachers.

Judges’ Betirement System
2002-03 .
2003-04 ~510.3 million

The May Revision includes a decresse of approximately $10.3 million General Fund
ffrom $97.7 million to $87.4 million) to reduce the Judges' Retirement System | fund
palance far benefitpayments to retired judges from twe months to one month.
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Department of Personmel Administration

Smfﬁﬁg for Layofls
2002-03 ~$1.4 million
2003-04 $1.5 million

The Governor's Budget does not include funding for salary increases effective in
2003-04. In April, the Director of Finance and the Director of the Departrnent of
Personnel Adrninistration jointly requested departments to prepare staff reduction
plans 10 mitigate the effects of the unbudgeted salary increases.

The May Revision inchides ar: increase to the 2003-04 Governor's Budget of
$1,477,000 to provide the Department of Persornel Administration with adequate
staffing and funding to implement a layoff plan.

Rural Health Care Equity Program
2002-03 $11.5 million
200304 $9.3 million

The May Revisionincludes an increase to the 2003-04 Governor’s Budget of
$8,326,000 to continue funding for annuitants in the Rural Heaith Care Equity
Program and to reflect new ceseload estimates. In addition, the current year
$11.5 million reduction proposed in the Governor's Budget has been rescinded.

Governor’s Reorganization Plan for Data Centers

The Administration has requested the State Chief Information Officer lo develop

a Governor’s Reorganization Plan to consolidate the Health and Human Services
Agency Data Center and the Stephen P. Teaie Data Center beginning in fiscal year
20004-05, with the objective of posiiioning the State to implement data center
services more effectively. While no immediate operational savingS will be derived,
there shouid be other benefits including potential administratize savings and savings
from consolidated purchasing.

Department of Corporations

2002-03 o
£003-04 e
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E‘%ﬁn& Transfer
The May Revision includes the following transfer o the General Fund:

State Corporations Fund—A transfer of 36 million from the State Corporations
Fund to the General Fund. These funds are available due to 8 $40 million settlement
related to conflicts of interest in Wall Street analyst research.

Augmentation

Statewide Qutreach on Predatory Practices-—An increase of $4 million in special
funds in order to provide consumer education outreach on predatory investment,
financing, and lending practices. These funds are available from the settlernent
refated to conflicts of interest in Wall Street analyst research.

Department of Hounsing and

Community Development
2002-03 -
2003-04 e

Fund Transfers and Loans
The May Revision includes the following transfers and loans to the General Fund:

Seli-Help Housing Fund—~A transfer of $7 million from the Seif-Help Housing
Fand.

Housing Rebabilitation Loan Fund-—A transfer of $9.7 million and a loan of
$31.7 mafllion from the Housing Rehabilitation Loan Fund.

Fund Shifts

The May Revision Includes the following fund shifts to the Housing and Emergency
Shelter Trust Fund Act of 2002 bond funds and resultant transfers to the General
Fund

Self-Help Housing Fund —A fund shift and transfer to the General Fund of
$12.6 million from the Self-Help Housing Fund

Farmworker Housing Grant Fund-—A fund shift and transfer to the General Fund
of $271 million from Farmworker Fousing Grant Fund
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Bpecial Transportation Programs

2002-03 —
2003-04 —

Budget Adjnstment

The Nay Revision proposes to cap the revenues dnd expenditures for Special
Transpartation Programs at the $100 4 million level specified in the 2003-04
Governor's Budget, resulling in a gain of $87.4 million to the General Fund.

Department of Travsportation

2002-03 -
200304 £207 million

Budget Adjnstments
The May Revision proposes the following adiustrnents:

Transportation Investment Fund (T1F)—The May Revision includes a modification
of the Governor's Budget proposal to suspend the transfer of revenues from the sales
tax on gasoline. I order to provide sufficient fundsto meet the cash requirements
of projects that received =sitocations prior to Decermiber 2002 .the May Revision
proposes to transfer $207 million in revenues from the General Fund to the

TIF pursuant to Article XIXB, Section 1{c) of ihe Constitution. Of this amount,
£157.5 million is proposed for axpenditure from the continuous appropriation of the
Traffic Congestion Relief Fund for project expenditures. A budget act appropriation
of $49.5 million is proposed o support 483 positions/268.7 personnel years for
project and program support workload. Budget trailer bill language is also proposed
fora partial TIF suspension of $938 million the amount over $207 million, and to
specify that the General Fund shail be obligated to repay the TiF for the armount of
the rransfer that B suspended in 2003-04.

Project Dellvery Worklsad-—An increase of $98.4 million and 1,365positions/
1,296.% personnel years relative to the Governor's Budget to reflect project delivery
workload. This staffing level includes workload for the non-Traffic Congestion Relief
Fund components af the Traffic Congestion Relief Program projects.
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High-Speed Rail Authority Conselidation—A net decrease of $1.6 miflion
consisting of:

+ A decrease of $1.9 million to reflect the reversal of the consolidation of the High-
Speed Rail Authority (Authority) within Caltrans as proposed in the Governot’s
Budgel.

+ Anincrease of $312,000 in reimbursernents for Caltrans to redirect three
personnel years of support to assist the Authority, thereby incorporating
Caltrans expertise into the Authority’s environmental impact report and planning
processes.

ﬁigﬁ @?e@d Rail Aunthority
2002-03 e
20032-04 e

Budget Adjustments
The May Revision proposes the following adjustments:

Heversal of Consolidation Proposal—An increase of $3.8 million in special funds
to reflect the reversal of the consolidation of the High-Speed Rail Authority within
Calirans as proposed in the Governor's Budget and the receipt of $1.2 million

in federal funds of which $312,000 will be used to reimburse the Caitrans for
assistance related to cornpletion of the EIR.

yﬁ?echnﬁiﬂgﬁ Trade, and Conumerce Agency
2002-03 e
2003-064 - $3.8 million

The May Revision continues reductions from January totalling $22.8 miltion General
Fund and 156.4 positions, and propoeses the following restorations:

Manufacturing Techneology Program-—$2.1 million in reimbursernents from the
Employment Training Fund and 1.0 position far an interagency agreement with the
Employmant Training Panel to administer $2 million in local assistance grant funds
for the Manufacturing Technology Program.

Tourism Commission Assessments— $829,000 in reimbursemnent authority to
restore 7.5 positions ta collect the industry assessments on behalf df the nonprofit
Tourism Cornrnission.
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Office of Military Base Reuse and Retention-—3%180,000 General Fund and
1.0 pasition to restore funding for the Office to continue to represent California’s
interests before the next Base Realigrument and Closure Round in 2005.

Califorpia Main Street Program-—-$126,000 General Fund to restore funding for
1.0 position for the California Main Strest Program.

Tourism Marketing Contract Funds—$2.5 million General Fund for tourism
marketing Iin conjunction with the Tourism Commission.

TATEWIDE ISSUES

Savings on Contract Renegotiations

2002-03 e
2003-04 e

Budget Year

The May Revision adds Control Section 5.50, which would authorize the
Administration to develop and implement a plan to generate and capture savings

of up to $100 million ($50 million General Fund) ar more through eperational
efficiencies in areas such as contracting, leasing, and precuring goods and services.
This contrel section authorizes the Department of General Services (o develop the
specific details of the plan, and the Departrment of Finance to approve and allocate
the necessary reductions.

Empiéyee Compensation |

Conirgl Section 4,10

The Governor's Budget directed the Departrnert of Personnel Administration {DPA)
to negotiate through the collective bargaining process a reduction of $855 million
{5470 million General Fund) ir: 2003-04 employee cormpensation expenditures.

To achieve this reduction, the State is prepared 1o pursue deferring scheduled
salary increases, lowering or freszing future salary or benefit expenditures, layoffs,
furloughs, and other similar personnel actions.

In anticipation of changes, the Governor's Budget did not include any new Funds
for employee compensation increases and also assumed a net reduction of
$95.5 million ($65.9million General Fund) from departments’ base budgets for
employee expenses. While the May Revision continues these planned savings, the
State must be prepared io implement other alternatives should the savings not be
realized in a timely manner through the collective bargairing process.
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On April 1, 2003, the Director of Finance and the Director of DPA required
departments to submit reduction and layolf plans. Control Section 4.10 will allow
the Director of Finance to implement these plans and other savings strategies
necessary to keep the budget In balance, as necessary. To help preserve critical
programs, the control section also permits the Director of Finance to rebalance
betwesn separate terns of appropriation. This authority is restricted such thet the
net effect of all actions taken by this control section i to reduce appropriations by at
least $35.5 million ($65.9 milion General Fund), and actions taken pursuart to the
section wili be reported to the Legislature.

Conirol Section 4.15

The Governor has proposed reforms to the Workers' Cornpensation System that
should reduce workers’ compensation costs to employers by 10 to 15 percent. The
State should realize a savings of approximately $50 million ($30 million General
Fund) as a result of these reforms. Control Section 4.15 allows the Department of
Finance to reduce departmant budgets {o capture these savings.

2003-04 State Appm;wiaﬁ@ns Limit Calcunlation

Pursuant to Article XIS of the California Constitution, the 2003-04 State
Appropriations Limit (SAL) is estimated to be $61.724 billion. The revised limit is
the result of applying the growth factor of 3.79 percent. The revised 2003-04 limit is
$462 million above the $61.262 billion estimated in January, This increase is due to
changes in the following factors:

January Mavy Revision
Percentage Percentage

Far Capita Personal income 1.51 2.31
State Civillan Population .56 1.69
K.14 Average Dally Attendance 1.31 1.03

For SAL purposes, per capita personal income is defined as calendar fourth
quarter California persenal income, as estimated by the US Bureau of Economic
Analysis (BEA), divided by California civilian population, estimated by the California
Department of Finance. Since BEA does nat release its estimate until April, the
Departmert of Finance uSes its own estimate for the Governor's Budget. The May
Revision reflects the BEAs estimate,

The SAL for 2002-03 does not change since it was statutorily established by Control
Section 12.00 of the 2002 Budget Act.
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General Gbﬁig&iiﬁn Bonds and
Commercial Paper Debt Service

2002-03 57,8 milon
200304 4547 mitlion

Carrent Year

The Governor's Budget anticipated current year general obligation (GO)bond debt
service expenditures of approximately $1.693 billion The May Revision proposes a
reduction of $7.8 million to reflect savings from Comimercial Paper costs and accrued
interest and prerniurns from bands sales occurring in spring of the current year.

Badget Year

The Governor's Budget anticipated budget year GO bond debt service expenditures
of approximately $1.870 billion. There will be a net increase of $54.7 million in debst
service funding in the budget year resulting primarily from an increase in the sales of
fixed and variable rate bonds.

Lease-Revenne Debt Costs

2002-03 - $170,000
2003-04 ~$12.3 million

The May Revision Includes $11.4 million in General Fund savings and $809,000
Froposition 98 savings in lease-revenue debt costs in budget year. These

savings result from changes in bond sale schedules and increases in off-setting
reimbursernents. IN addition, there is $139,000 General Fund savings and $31,000
special fund savings in current year as a result of updated insurance costs.

Payment of Interest on General Fund Loans

2002-03 $106.1 million
200304 211%.4 miilion

Corrent Year

The Governor's Budget anticipated the interest cost on internal borrowing o be
$30.0 million Generat Fund. However, due to unarticipated events, such as the
loss of the tobacco securitizatiors bond proceeds in April, the enactment of fewer
current year reductions than proposed by the Administration, and the deterioration
in reverues, the State's reliance an borrowing from internal sources to meet
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cash obligations has increased. Actual interest costs through April are estimated

at $23.6 million. Interest costs for the month of April alone are estimated at

£7.5 rillion. Therefore, interest costs for the remaining months of 2002-03 are now
estimated at $15 million. For this reason, interest costs on internat borrowing are
currently estimated at 545 million, a $15million increase from the Jamusry estimate.

The Governor's Budget included $211.5 million for the interest costs on external
borrowing for 2002-03. The redernption of the 3 installment of Revenue
Artticipation Warrants (RAWSs), issued in June 2002, in Movernber rather than
January resulted in $10.5 million of interest cost savings. On the other hand, it is
estirmated that $101.6 million of additional General Fund will be required in 2002-03
to cover additionat costs related tw the issuance of RAWSs anticipated to ocour in
June 2003. This estimate includes the anticipated costs for credit enhancement

for the RAWSs. It was not anticipated at the time of the 2003-04 Governor's Budget
that the State would need ta issue RAWs before the end of the fiscal year; therefore,
these costs were not budgeted at that time. The total cost of external borrowing in
2002-03 is now astimated at $302.6 million, or an increase of $91.1 million. The
total 2002-03 General Fund increase is $106.1 miilion.

Budget Year

The Governor's Budget anticipaied she interest costs on internal borrowing to be
$31.2million General Fund. The May Revision estimates the interest costs an
internal borrowing to be $30.6 million. This reflects a $554,000 reduction in the
estimated interest due for budgeted loans scheduled to be repaid in 2003-04.

The Governor's Budget articipated the interest costs on external horrowing to be
$160.0 million General Fund. This estima:e was based upon the assumption that
$5.0 billion Reverme Anticipation Notes 'RAMNs) would be issued in July 2003 and
redeemed in June 2004.

The Administration, along with tho State Controller's Office and the State Treasurer's
Office, has been monitoring the State's cash condition closely since January. On
February 27, 2003, the Governor approved the Controller's request to establish

the General Cash Revoiving Fund, the initial step necessary to issue RAWSs. The
Controller has indicated his intentto sell up to 511 billion of RAWSs in June 2003, and
the Governor granted approval on May 1, 2003. The structure and maturity date(s) of
RAWs and the siring of RAMNs to be issued in 2(:03-034, if needed, have not yet been
determined. Based upon the above, the revised estimate for external borrowing costs
is $280.2 million, or an increase of $120.0 million. The estimate should be sufficient
to cover the interest costs of RAWs and RAMs, ifneeded, and any credit enhancemernt
that may be required. The total 2003.44 General Fund increase is $119.4 miliion.
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The May Revision estimates are preliminary because the cash flow projections cannot
he completed by the May 14 statutory deadline. An updated cash fiow and related
interest costs will be available soon after the forrmal release of the May Revision.

We note that these estimates are based on the assumption of enactrment of a timely
budget. The need for internal and/or external borrowing will ultimately be based

on the cash fiow projection forthe Budget Act together with new information when
available, rather than based on the May Revision or the Governor's Budget.

Financial Assistance to Local Governments

Notwithstanding the change in the State’s fiscal outlook, the May Revision continues
o provide for the following:

+ 5185 million for technology grants to local law enforcement.
+ $18.5 million for grants to smait and rural county sheriffs.

+ 5232.6 million total ($116.3 million each) for the Citizens Option for Public
Safety (COPS)and .Juvenile Crime Prevention programs.

Tax Relief to Local Governments
2002-03 e
2003-04 -~ 5847 million

Section 10754 of the Revenue and Taxation Code requires the Departrnent of Motor
Vehicles (v} and the Department df Heusing and Community Development
(HCD;}, as appropriate, to reduce the vehicle license fee {¥YLF} offsets and restore
the VLF *“*duringany period in which insufficient moneys are available to be
transferred hoim the General Fund to fully fund the offsets.” Based an all available
financial information, it IS anticipated there will be insufficient moneys available to
be vransferred from the General Fund for the offsets, keginning with the payments
scheduled for transfer in July 2003. Thus, this May Revision assumes that the State
will not be obligated to make offset payments in 2003-04.

The May Revision alsc: proposes to restore $40.15million in subventions to locat
governments for property tax losses incurred by enroliing agricultural land in Wil-
liamseon Act contracts. The Governor‘s Budget had proposed to eliminate these
subventions commencing in 2003-04.
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Revenne Anticipation Warrants/Revenue Anticipation Notes

At the titne of the 2003-04 Covernor's Budget, despite further deterioration in
revenues, it was estimated that the State would have sufficient cash resources to
repay the current year $12.5 billion Revenue Anticipation Mote (RAMs) when due in
June 2503. The State's cash position will not allow that payrment, without additional
bBorrowing,

in early spring, there were already indications that the State might not have sufficient
cash to fund all critical proagrams for upcoming menths. Or February 27,2003,

the Governar approved the establishment of the General Cash Revolving Fund by
the State Controller, a first step to prepare for the possible need 4o issue Revenue
Articipation Warrants (RAWs), On April 29,2003, the Controdler requested

the Governor's approval to issue $11 billion of RAWS to avoid the need to issue
registered warrants. In Hight of the current cash position, the Governor approved the
Controller's reguest on May 1, 2003,

General Fund cash and internal borrowable resources Will be fully exhausted by mid
to late June as a result of various events, inchading the rejection by the Legislature
of $2.2 kiflion of current year reductions and the cancellation of the $2.0billion
{second) Tobacco Securitization bond sale. Furtherroore, revenuss have deteriorated
by over $300 million in the current year. The combination of these factors has
resulted in the need forthe State to again issue RAWs, in the amount of $11 billion,
to finance cash flow requirements for June and the early summer months. However,
aver: the $11 billion of RAWSs will be exhausted during the summer. Therefore, a
tirnety budget is stifl critical For the State to issue RAMs to finance the normal cash
flow needs forthe remaining months of 2003-04.

Pension Obligation Bend

In the Governor's Budget, the Administration proposed to take advantage of
favorable interest rates by pursuing legislation to authorize the sale of pension
obligation bonds to fund the Skate's General Fund contribution to both the California
Fublic Employees’ Retirement Systern (CalPERS) and the State Teachers' Retirement
Systern {(8TRS), which were estimated to total $1,510 million in 2003-04. The
Administration was also exploring a fixed-rate borrowing of $1,510 million from
either, or both, systems as an alternative to the pension obligation bonds.

Since the Governor's Budget was released in January, the Administration has
refined its proposal. The Administration IS N0 longer recommending that pension
obligation bonds be used te pay contributions to STRS, and the Administration
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now propases to increase the pension obligation bonds o include special fund

and non-governmental cost fund contributions to CalPERS. A transfer from these
funds will be made to the General Fund, and the General Fund will be responsible:
for all future bond redemption costs. Finally, CalPERS has increased its estimate of
contributions from the State in the budget yeak by $31 million. The net proceads
from the bond are now projected to total $1,208 million, which will be partially offset
by the interest payment in spring, 2004 of $28 million. These changes will result in 2
net benefitto the General Fund of $371 million from using pension obligation bonds
in the budget year.

The Legislature has concurred with this proposal by passing Chapter 11, Statutes of
2003, First Extraordinary Session (5B 29X, which was signed by the Governor on

May 5, 2003. The Administration is working with the Treasurer and the Cortroller to effect
this proposal in time & issue the bonds before the Qctober 1, 2003, payment Is due.

issuance of this debt instrurment is contingent ON court validation of its legality.

Deficit Financing Bond

Since the January release of the Governor's Budget, the General Fund current vear
deficitiz now estimated at 530.7 billion.

The May Revision accepts the proposal to finance this deficit over raultiple years on
the fol'owing three conditions:

# The deficit must be financed with a new independent revenue source.
« The Legislature must pass the Budget on time

+ The Legislature must continue its work on the structural deficit after the passage
of the Budget.

The deficit financing proposal requires the sale of $10.7 billion in bonds that would
he financed by a temporary one-half cent sales tax dedicated forthe purpose of the
repayrent of the bonds. The revenues from the one-half cent sales jax would be
deposited in a newly created spec ial fund. These new revenues are Not required to
be included in the Proposition 98 calkculation, as new revenues that are dedicated
to a special fund are excluded from: General Fund revenues for purposes of that
calculation, similar to the realignment revenues. The debt service forthese bonds
would be subject to annual appropriation by the Legislature.
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Long Term Debt 'Fi.naming

California and most other states have long used debt financing, as does private
industry. Financial markets recognize it as a legitimate and appropriate funding
technigue, as long as it is employed prudently. Both the bond market and the bond
rating agencies consider a nurnber of factors when reaching a conclusion about the
reasonableness of a State’s debt position. The same level of debt may be considered
either reasonable or imprudent depending upon the State's performance over a
range of factors.

One comynon measure aF a State’s debt position is the ratio of its General Fund
supported debt to its General Fund revenue. In January, the Governor's Budget
proposal estimated that the State’s debt ratio would peak at 6.53 percent in the year
2008-09. The May Revision results in that ratio peaking at 6.80 percent. The increase
is attributable to a revision in the payment schedule for the Pension Obligation Bonds
offset by @ nominal increase in annual revenues over the next few years.

Comparison of Debt Service Ratios

Jan 10 Governor's Budget May Revision
Total Annual Babt [ Total Annual Dabt
Year Favenues Debt Service E Revenues Debt Servics

{$ in Mitions)  Service % | (% in Millions) Service %
i

200304 $69,153 $2,621.1 379% | $70,934 $2,506.5 3.53%
2004:05 $71,152 $3,9528 556% | §71.318 $4,177.7 5.86%
200506 §7%,651 $4,533.7 599% | §75,836 $4,709.0 6.21%
200607 380,174 £5,073.2 #33% | $80,313 $5,178.3 6.45%
2607-08 £85,004 $5,543.2 | %85,178 £5 695.9 69%

200809 580,033 $5,881.3 $90,208 $6,132.2
200916 $95 406 $6,231.1 6.53% | $95,599 £8,072.0 5.35%
201014 $102,035 £6,500.5 6.37% | $102.412 $6,332.5 6,16%
281112 $109,223 $6,204.0 568% | $109.518 $6,030.4 5.52%
2842-13 © $115832 $6,178.0 5.33% | $116,190 $8,006.0 5.27%

Standard Accounting Principles Followed
1. Dbt service ratios include long term debt service costs as a percentage of General Fund revenues.

2. Shost-term cash Row borrowing (RANS, RAVS) is notinciuded in debt service ratio numbers,
because i is no! a long-term debt obligation.

3. Debtsarvioe ratios de not include debt funded by legally dedicated special funds (tobacco securitization
bonds and deficit financing bonds secured by & decicatsd New revenue SOUrCE).
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2003-04 Governor's Budget
General Fund
Budget Summary

{Dollars in millions)

200202 2003-04
Prior Year Balance -$1,985 21,410
Revenues and Transfers 370,751 70,934
Deficit Financing Bond £10,700 §
Total Resources Avaitable $79.466 TR, 544
Expenditures 578,056 $70,433
ot e ) fooss ekt
Fund Balancs $1,410 $1.941
Budget Reserves:
Reserve for Liguidation of
Encumbrances $1,402 $1.402
Special Fund for Economic
Unceriainties 58 2508
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2003-04 Revenue Sources
{Dollars In millions)

General Special
Fund Eunds
Personal Income Tax $33.456 $1.560
Sales Tax 23,507 4,288
Corporation Tax 7,074 -
Highway Users Taxes o 3,313
Motor Vehicle Fees 18 7,687
Insurance Tax 1,918 o
Estate Taxes 437
Liguor Tax 288 -
Tobacoo Taxes 191 1,160
Cither 4125 8827
Total $70.934  $24.835
2003-04
General Fund Expenditures
by Agency
(Dollars in millions)
2002-83 2003-04
Legislafive, Judicial, Executive $2,484 2,428
State and Consumer Services 480 439
Business. Transportation & Housing 208 426
Technology, Trade, and Comemerce 46 25
Resourges 1,118 922
Environmerntal Frotection 174 100
Healthand Human Sasvices 23,456 21,124
Yeuth and Adult Correctionat 5,833 5,729
K-12 Education 29,548 29,080
Higher Bdugation 9,543 8,837
Labor and Worlkforce Development 177 90
General Government 4988 1,233
Tatal 578,056 70,423
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2003-04 General Fund Expenditures

{Dollars in Billlons)

K-12 Education 41 3%

Heaith and Human Services  an o

Higher Education 12 5%

Youlh & Adult Corvectional g 9%

Other 7 49

Courts PR

Resources 1.3%

Tax Relief 1.0%

B
Shate & Congumar Services 0.6% E 0.4
Busihness, Trans & Mousing 0.6% E 0.4
Emvironmental Protection 0.19% 1381
Prelimi

for 2004-05

{Dollars in Billlons)

$0 %5 $i0 S5 $20 $25 $30  $35

g 1 (

nary General Fund Projection

Reser for Liguidation of Encumbrances
Sgeial Fund far Economic Wncertaindes

S8 $1.4 54.8
$70.8 $70.9 $71.3
0.7
7.5 5723 $73.3
$78.1 $70.4 $749.2

7.8

$1 .4 1.9 $1.3
1.4 14 14
00 05 ab
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é EXECUTIVE OFFICE

STEVEPEACE
DHRECTOR OF FINANCE
{916) 4454141

DAVID TAKASHIMA STEVE LARSOM
CHIEF OF STaFE Cragr Derury DRECTOR
{916} 4458882 (916) 4459862
KA IRYM RADTEEY-GAITHER ROBERT MIYASHIRD
ASHETANT DIRECTOR FOR Derury DecToR FoR
winGETs aMD OPERATIONS | ECHSLATION
{916} 445-4923 {916} 445-8610
ANITA GRANMDRATH GORE FLOYD SHIMOMUIRA
AsSISTANT DIRECTOR FOR COMMUNICATIONS CHier COUNSEL
{916) 323.-0648 {916) 3244858

BUDGET PROGRAM AREAS

Revenue Forecasting. Economic
Projections, Dermpgraphic Research.
Local Government, Business,
Transportation and Housing, and

Trade and COmMMEICE ..ooveeriiriecrceeee s oo Connie SQUIres .............. (916)322-2263
EAUCBHON crrireriee i Jeannie Oropeza «........... -(918} 445-0328
Healih and Muman SeIViCeS ... ceeeee. Terrie Tatosian ... (916} 4456423

Yerth and Adult Correcgional, Justice?,
Judiciary, General Governmert and

State and Consumer Servites oovveeieieeieeneen.. .. Calvin Smith ... {216) 4458913
Resources. Erviranment, Energy,

Capital Gutlay and Legislation ....ooceeneeseceneens Fred Klass .ovvenieenas (916)324-0043
Employee Helations,

Retirament Systems Shelley Mateo ... {916) 445-3274
Budget Planning and Preparation,

Cash Managementi, Statewide lssues ............. Yoshie Fujiwars ... (916) 445-5332
integrated Contirucus Budget System .......... Randal Fl. Baker ...ccoeeeee (916)445-5332

California’s Budget an the Internet
This document s also available on the internet at the California
Department of Finance website—http:/fiioi.dof.ca go
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SCHEDULE 4
SUMMARY OF STATE POPULATION, EMPLOYEES, AND EXPENDITURES

Expendiiures par

£100
Ravenue Expendlfures Expendiiures per of Parsoned
) Employees Personal  Genercl Genarc Copita Income 3
Populadion Per 1,000 Income Fund Totol Fund ? tol * Genergl Goneral

(fhousands) Employees Populofion  (Billonsy  (Milions)  (Milions) {Milionsy (Mithons)  Fund®  Tolt®  Fund® Toted ®
13643 &1,000 57 5200 8672 3994 5587 $1.004 565,15 494.52 5294 55.03
15,130 63,860 57 232 734 1,086 638 1.068 5706 98,85 274 460
THA38 50,720 5.6 257 774 1151 714 P77 61.38 01,14 2,78 4.85
G928 58 278 78 1,273 aco 1,381 56.85 T14.12 253 500

TG 59 28.4 a7 1.434 8462 1,422 &8.07 11301 .00 5.0

TEETE &4 i1z 1,005 1.578 923 1,633 70E8 117,56 256 451

88,200 4.5 342 1,079 1,834 1030 1,732 75.84 127.53 3.0 5.0&

P8,015 6.6 368 LN 1751 1,147 1891 8091 133,30 312 814

101,982 59 38.6 1,210 15925 12486 1932 84,53 131.06 3.23 551

138,423 7.t 42,4 1,491 2198 1435 2,084 Q385 15645 3.38 452

118,737 7.3 44.8 1,658 2,338 1.678 2525 105,78 15918 375 0.64

122,339 47.5 1,728 2,451 1697 2,406 10340 14660 357 507

128981 51.3 [Bce 2.668 1,881 2703 11097 159,46 367 827

134,721 54.8 2,137 3.057 2,064 3,182 11774 18152 3.77 581

294 2,245 3295 2,345 3.652 13009 20240 3,95 8156
53.5 253 3581 2.580 4,069 13973 219.83 4,06 630
&69.1 2.895 4873 07 4.65% 16021 247.43 4.37 6.74

143,894
151,199

85 02 00~
N I e B O - ]

o
i

5 L4 3,682 A527 3.273% 5014 170,69 26149 4,40 674

28 816 4136 5450 290 5673 N6 29104 4.79 655

175,583 2.1 82.5 4,330 5742 4,454 6,302 ZZELHE 317 4.98 7.04

20,089 181581 2.1 Gt 4,334 5919 4,864 6,554 24223 3278 5.04 6.80
20345 AR IS VS 89 024 5,395 6,897 5027 6,084 247.08 32852 4.91 653
2565 188,440 w2 1722 5.780 7,366 5616 7427 27282 340.55 501 &61
20,869 192018 2.2 1247 HGTR 2715 7,299 @31 34975 4466 5.88 7.50
21,174 0.8 38y 8.630 10405 8349 10276 32430 4B6.3T . 607 .4
21.538 3 2.6 1827 2639 1,567 518 11452 44192 53171 623 .50
21,936 213,795 o7 1774 11,381 13,463 10467 12632 47716 BIR86 4,11 737
#2352 221,257 GG 1915 15,695 15,962 11,685 14,003 82282 624648 510 731
22.836 218,530 9.8 2197 15,219 PRI 14,453 18.745 21164 Banas 7.40 8.53
23,257 220,193 G4 2522 17,986 25919 18,534 21,488 7905 92394 7.35 882
225,567 G5 286.3 19.023 22104 21,145 24,511 887,44 1.03G.65 7.37 8.56

2 8 iRk .4 3207 20980 23,601 218693 28,022 89353 1.030.68 6.76 780
24,808 228,489 o2 3419 21.233 24,291 21,751 25,330 874.88 1.021.17 36 7.4y
23,337 226,695 S 3678 23809 27,626 22,869 26,797 902.59 105742 622 720
28,816 229345 B2 4116 26536 31.57C 25,722 30,961 636 1.199.30 625 7.62
26,403 229,641 87 4471 28,072 33,658 28,843 34977 109234 1.324.74 6.45 782
2705 232,927 2.6 4778 32819 F7747 31,469 38079 LI63.28 140762 6.59 7.97
7 8.6 S173 0 32,834 38773 33027 40,482 119136 1,48¢.47 6.38 7.82
5.7 2611 36,983 43.322 35,897 44634 126429 157201 6,40 755

8.7 abs.7 38,7850 46,453 39,454 48594 1.353.92 1,667.49 5.50 801

85 6886 58,214 47,024 40,264 51446 131328 16780 6.14 7.85

8.4 6698 4ROz 53,117 43,327 56,280 138549 1,799.69 6.47 8.40

832 0NG A0%4s 52,824 40,948 S6.480 128848 177722 &84 8.08

a3 7140 AGRE 62,384 38958 83,083 121429 1.654.55 5.46 7.43

8.3 7380 44,710 54,942 41,961 54,613 130035 1,692.43 8.7 FA3

32,432 1076 5.4 TIVE 48096 59206 £5,3923 Q870 1.399.64 1.844.00 5.88 776
32,660 277965 3.3 glad  a9,200 62,831 45,088 54,523 180259 1,975.08 404 7.94
33,180 271,254 8.2 2621 54,973 &2.424 H2.874 SH528  1.693.55 2.065.34 613 7.95
33,609 282 8460 8.4 0243 58615 74,28} 57,627 TR0 172088 223908 5.26 a8.14
34,182 6076 87 994 A9 87,534 &0,494 B4,864 1.945.23 248244 671 8.56
34,806 315481 g1 1HIZ.8 76,899 3,681 7708 00695 228993 280287 7.20 Q.00
35410 317,365 2.0 1Li71.3 79,434 GL875 82,853 104727 233982 295755 P07 504

pilation as of July i, the beginning of the fiscal year
J Includes Special Accounts in General Fund from 157374 0 197677,
* Expenditures inclode payments from Ceneral Fund, Special Funds and Selected Bond Funds beginning in 196364,

Appendix 2'5




